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House or REPRESENTATIVES, 
SpeciAL SuscoMM I?rree No. 3 To Review Rept 
ERMINATION OF VesseL SALES Prices or S. S. 
‘] PENDENCE’ AND S. S. “Cons OF THI 
< ; 
CoMMITTE! ViercHANT MARINE AND FISHERIES. 
W yp me o, 

‘TJ spe ibcommiuttee met, pursuant te ill, at MN) m.. 10 
room 219 Old House Office Building. Hon. John F. She (« rman 
ol the subcommittee ) pre Mding. 

> ’ 

Present: Representative Shelley pre ung) MM phy [kard, 
Weichel, and Allen. 

Mr. SHELLEY. The special subcon tte will come to o} le r’. 

L he record show the following letter, wl I ll read, which 
Wa re to the chairman of this subcommittee on the date of 
May 6, 1952, by Hon. Edward J. Hart, chain f t H e Com 
I Lf ( Merchant Marine and Fisheries: 

Ion. JOHN F., SHELLEY, 
Hlouse of Repre sentative XN 

Dear JAcK: This will confirm our previous coi is wh I cated 
my desire that we should make a prompt inquiry in I iplex pl! ems ich 
have arisen in connection with the review and redet nation, b Federal 
Maritime Board, of the vessel sales prices of the Steamship Jn é ( and 
Steamship Constitution American Export Lines, In To tl end | have 
designated as chairman of a special five-man s ‘ ake 
the I nd report thereon the full com ‘ ble 
date 

Che Ibe tee and its jurisdic n fi 
S SUBCOM MIT! I REVI R I {IN ‘ \ - s Pri 

~ MIS] S I N 
MEMBERSHII 
John IF’. Shelley, Chairmary Alvin F. Weiche! 
lames J. Murphy John J. Allen, Jr 
Frank Ikard 
URISDICTION 

rhe subcommittee shall hold such hearings and ke such Vy as ay 
deel necessary or desirable into the matter of the review d redetermination 
of the vessel sales prices of the Steamship /ndepend nd Steamship Con 
stitut eri Export Lines, 1 pursuant title 5 of the Merchant 
Marine Act, 1936, as amended, to determine the need furth ndministrative 
action 1 dditional legislation in orde to ear! the a in 
res oO l ve S Sy tte ler t] need 

‘ ‘ n ! ut 











the intent of the 1986 act with respect to determina ! of col n-cifts 
ential subsidies and the nature and cost of ol defe fe Phe 
comlittee shall commence it nquiry promptly and submit po f f 
ings and recommendations to the fu omimi ttee at the earliest practicabl 

] hope that you will be able to start the su I itte mnquiryv ile ( 
upo! he ( Ss. 24 lr hi: I \ 
“atte tion Is ca esponde e bet een J. } \ ‘ 
president of A e Ag mM TF, ¢ brane ‘ 
( I " ¢ hie rn ] ‘ ? l ’ 
i I I ? 
+} , p , ] e 24) 1079 

i tie ( t« ~ 
re . f f ‘ itive Reon \ i 
Vide nai ( tree of the S ! if 

h er ( ! vi hftuiness of the ( 
, neie erned ny . he ry 
dis eS d, for th I | 
md } | ( ress ‘ 
the G nie 

I Lu f 

Mr. Suen 
Chall qT ! 0] j ‘ ) | 
n\ I l A \ he Cho} 
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prices of the steamship Independence and steamship Constitution to American 
Export Lines, Inc., pursuant to title V of the Merchant Marine Act of 1936, as 
amended. The Board rendered its report of said review and redetermination of 
vessel sales prices on February 20, 1952, with a concurring opinion by Chairman 
Cochrane, dated February 25, 1952. The Board concluded that “the foreign con 
struction cost estimate as presented by the staff was prepared from the best inf 
mation now available” and adopted as their “best estimate of the 1945 foreign cost 
of the Independence and Constitution the figure which the staff has presented.’ 
Chis figure is $17,308,000 and indicates a construction-differential s te 
27.07 percent of $23,733,000, the base construction cost of each vesse rhes¢ 
ires contrast with the finding by the former Maritime ¢ ! he 
ibsidy-differential was 45 percent 
Following the decision of the Board, American Exp Lines, I a% iven 
April 30, 1952, to accept or reject the vessels at the redeterminated } 
wh right to reject having been a part of the agrees I et he 
nd the Board in January 51, to proceed with a ( W I dede 


e sales prices. By letter of April 1, 1952, Mr. J. I. Slater, presid \ 
ean Export Lines, Inc., advised the Board that the compat! l 


extenslol of time within which it mig! elect to ter te the vesst 


tracts, expressing the belief that within such extended time it | ‘ 
“to secure data which will demonstate that a fair and reas | e 
rchasing these two vessels from a Dutcl hip l }s 
substantially less than the redetermined price fixed by the lede1 M > 
Boar In said letter of April 1, 1952, Mr. Slater furth tate 
‘If the time arrives for us to accept or reject the pres t redeter nat hn price 
we therefore see no other recourse but to return the vessels to the Government.’ 
From the foregoing recital it is clear that immediate consideration must be 
given to the various difficult problems concerning the continued operatior St 
two ships as well as to the broader problems covered by the recommendation of 
vour fourth intermediate report to the House Committee on Merchant Marine 
and Fisheries in connection with determinations of constru ff 
subsidies, and the nature of and the cost of national defer features rhe 
special subcommittee, of which I am chairman, must prompt la 
these problems which will best serve the national interests exp! 
leclaration of poliey in the Merchant Marine Act, 195¢ rs ded 
The subcommittee will commence public hearings concer x t ] 
n Monday, June 9, 1952, in room 219 House Office B ling, at 1 ! 
testimony from representatives ol! the ledera M ( I G 
A ! g¢ Off American Export Lines, It Un S s N ‘ 
\ Den mie t off havihe 1 KI ed 
ted the cor rnetic f ‘ esc 
K ry de nteres his I é 1} 
I ! mi fee Nn Vy i \ the bene 1 ] 
i I ff nd vo e cord \ d to « ‘ 
ny r before it for the ] ‘ fy g , 
] ( he rcumstances 
I nf there el l ‘ 
r F dressed I f 1 ¢ H 
{ S ttee id urisdictio 
sincerely you 
| KS 
C} mn Nul 
TTouse ¢ } ) / jj 
H } R 
Wa D. © J 
H louN F. SHELL 
HT ‘) | “ 
Washinat rn ¢ 
1) JACK: I am deeply gratefu if x 
ty ; d\ r he ’ ‘ ed ’ | e 
er! I vail myself of this opp ty I 
1 of the testimony purely sa tter of 
I I nk it 1a sab Lo! The | Té l ( Vv 
y D } vy in connec n wilt the hiect } haen f , } hr } 
! tl wo! fn ( ‘ I ( 
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tions of jurisdiction which the rules of the House prescribe for my sub- 
committee, 

Since you have been such a valuable member of my subcommittee and con- 
tributed so much to the hearings as well as to the preparation of reports, you 
are already aware of my determination to avoid assumption of any of the 
responsibilities for administrative actions which accrue to the Maritime Board 
Likewise I have determined to avoid assuming responsibility for legislative 
enactment which is a responsibility of the Committee on Merchant Marine 
and Fisheries of which you are also a member. 

From our close association over a period of time you are aware of my per- 
sonal interest in the development of prompt, equitable and legal disposition. I 
have all confidence that you will pursue this same objective in the work of 
your subcommittee. 

Sincerely, 
PorTteER Hakpy, Jr. 

Mr. SHevtitey. The committee has asked that its first witness be 
Admiral Cochrane, retired, Chairman of the Federal Maritime Board 


As 


so that the admiral in his position as Chairman of the Board can gét 
the Issue before the committee and Give us some background and 


acquaintance with the problem. 

Now I might say there have been any number of inquiries made to 
the chairman of the subcommittee and to the office of the Merchant 
Marine and Fisheries Committee as to when we were going to go into 
what seems to be an existing problem between the Federal Govern- 
ment and the United States Lines, concerning the passenger liner 
steamship United States. 

You will note the jurisdiction given this subcommittee by the 
chairman of the House Committee on Merchant Marine and Fisheries 
gives us no authority at this time to go into that subject matter. So 
I will call that to the attention of those interested parties who have 
made inquiries and so that the record will show at this point we are 
follow ing out the jurisdiction given to us. From long years of experl- 
ence which have taught me it is very wise to avoid jurisdictional dis- 
putes, I am confining myself to our jurisdiction. 

Admiral] Cochrane. 


STATEMENT OF VICE ADM. E. L. COCHRANE, UNITED STATES NAVY 
(RETIRED), CHAIRMAN, FEDERAL MARITIME BOARD, AND AD- 
MINISTRATOR, MARITIME ADMINISTRATION 


Admiral Cocnrane. Mr. Chairman, I would like to open by saying 
that representatives of the Federal Maritime Board ar very pleased 
to have the privilege ot coming before this sub ommittee to investi- 
gate the problem which you have just outlined in reading your letter 
to the Honorable Porter Hardy, which is a very intricate one, and 
one which has caused us great difficulty and great concern, and one 
in which a solution is urgently needed, not only for the case in view 
but for the future. 

I have prepared a statement which I would like to read which paints 
in, I hope, somewhat broad strokes the background in which this diffi 
iltv has arisen. 

On August 11, 1948, the two passenger ships, later named the 
steamship /ndependence and the steamship Constitution, which are 
of particular interest to this special subcommittee, were ordered by 
the former Maritime Commission to be built by the Bethlehem Steel 
Co. under title V of the Merchant Marine Act, 1936, as the partial 


Cl 
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wards: also to make a reappra il of the b ( Ta. thre : 
and the computations underly ne the co tract 
Muetoani mber of ea es, although Ik Ort \ hor , 
ime subsidized operations on its regular trade routes on .far 
1948, following the war, its operating-differential bsidy 
| not been formalized either. By Januamn { N49) 
tself forced to borrow wor o C8 1 to opel 
; } ! f r f ‘ ?) operat 
( ? e | | wa | nu ( 
{ l t] ( ! i ( { 
| } renady }4) ¢ ) ? a) T | ( 
edi toa! ter I Tt S ] ( { ! 
| Maritime Board but naturals . 
| ( | © Ti¢ price 7 ! 
1, ' ted to ther : 
) the originally agreed p ) 
e 1 { l rol | ‘ 
j | ! ‘ T e)\ »> 0) t to 
to e Government 
I festly an uns 
lew a 1] the part 
1} ! t } 1) ere ense Hhe4r pe »] ] 
uded by Cite sol legal ter] re Tions ana oT fe hn 1 f 
ad A ( tine d ! It o to tl oot or ”& very meutt q 
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general 
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i} al ‘ |’' al i t | i ' 
welfare and the national prosperity and also as an essential element 








of the national security which must be maintained prior to war if it 
is to be availabl time of war é 

Lhe Congress clearly tated an aflirmative answer to this part of 
the question in the policy declaration of section 101 of the Merchant 
Marine Act, 1936. It expressly reaffirmed this policy 10 years later, 


after World War II, by enacting identical language in secti > of 


] 4 ] - 7 1 
1 VTi ( nts s Sales Let ot O46 1} } h ) e, ( nore > clos re 
t! r ratio our national policy with ft] word 

lt Y a l be he nolie of th » ff e deve pment 
a lel I nal ‘ ha merel { ri 

Phe developments in the 6 years since 1946, I personally believe, and 

the strength of that belief is evidenced by my presence here as Chair 


man of the Federal Maritime Board and Maritime Administrator, 


cr ae , : . , , » 4] : } 
have fortified my deep conviction of the wisdom of that policy and 


outinedc ibove, what should be done to mplement this policy and 
he I that he a A mm plished with vind iL Ve eff I elle dei 
the pl! nt wv e provisions of the laws of this ountry To! iiministra- 


tive checks and balances between the legislative and executive 


17 } . .. " ° ° 
! personally was not a member of the former Maritime Commission 


at the time the contracts were m de to carry out the postwar program 
for the coustruction of passenger ships. I had, however, some per- 
SO il col ecLion th he difficulties of the former Mayr t me Commis- 
sion because of my appointment in March of 1947 to the President’s 
Advisory Committee on the Merchant Marine. T likewise had some 
connection with the discussion as to the need for additional passenger 
ves | d ine ny duty Wn the Navy Depart: lent throughout the 
War period and til November of 1947 when I retired from active 
Lut n the Navy 

Following Civ (Communist invasion of South Kore lt) June of 
1950, I accepted an appointment to the Federal Maritime Board and 
' i | | thie Pr ident as its Chan na i ex hh is t] 


Maritime Administrator. I entered upon these duties on the 7th of 
August 1950. I will recount in a few minutes that party of the history 


Lo Which | n be i direct witness, I believe t] it anothel direet Wit 
Tie vill « S I ou the ntensity of thi hnatlo iit prol 
len wi iT the contract not only for Pe TWO ps med 
itelyv hefo { ay nittee. but for the Stas hip / }] Nita 
vi w | pleted under a similar contract for the United 
tat Lines Co. and for three other ships originally building und 
contracts for sale to the American President Lines, Ltd., for then 
round-the-world service and already taken over by the Department 
of Defense for service as transports. 

I should like, however, to go back and clarify, 1f I can, the reason 
fo the onflict which aros on both sides between the form Mari- 
time Commission and the General Accounting Office, a conflict which 
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STATEMENT OF FRANK C. NASH, ASSISTANT TO THE SECRETARY 
OF DEFENSE FOR INTERNATIONAL SECURITY AFFAIRS 


1 ( that of a stant to the & ! ort wp rOVr 4d 
uti | Security Affairs 
\ t el riIprnyia?} has pointe ] t hye \ | t | } ! 
not { teap but in the pacit \ [ « cl tne tT r 
the e] iffers were fi cle elo] ( Nh ( il ! U! 
to t! t} Secretarv of Defen . Mr. te I l t tl ( 
sec ry of the Navy, Mr. John L. Sullivan. 
i all 
Iam very Mippy\ 0 he nere to iv to Give the | e sucn uch- 
ground as I have on this very important subject. I do not have a 
j 1 ; : | 1] - ] 
prepared statement, but with your perm n, SIT, L ¥ outline the 
backgro nd of this matter as best a I ca recall it. here may be 
some discrepancies in dates, and I would ask the leave of the committee 
to correct such discrepancies when the rece ra lS ompleted. 
| q A Ah c - 
Mr. Sueiiey. That is granted. 


] 


Mr. Nasu. Durine the war for 6 vears of Naval Reserve duty ] 


nected with the Bureau of Ships, and in that capacity I had 

Ll vreat « | to do with the development ot the shipbuilding and 

hip-conversion program. I appeared before this committee a num- 

bey oT times and, of coi rse, a great many times befo1 » the House and 

Nal! Naval Affairs Committees, as they were tl] illed, in the 
development of that progra 

{ was our expe rience dui ne the wv ir tl il thr heavy «| mand placed 

DO the Am ri] in mel } nt} rine to carry tl | ! us amounts 

of { irvo and supplie for our helt ng force demonstrated, 1f it had 


’ 
I . 
to be demonstrated, the vital importance to the national security ot a 


: 

Some ¢ d, Mr. Chair 
n I n merehnant 
marine oe troops with 
atet t | \ i r that 
war { t that that 





I remember very well the frantic effort e went through to get 
Imost an old tub that « uld float into aet I n order to meet the 


needs of the war. I remember the terrific expense involved in con 
verting the old Balt more M ul Line hips, and then vhen we had 


them mnverted they were ot low po | i? tho uf il] really suitable 


I remember very vividly the juisition of the V indie and the 
efforts with creat haste that. were made to brit ¢ the Normandie into 
shape where she could carry troops, the enormous amounts of money 
nut n her before she burned, a d the v ‘ry Jarge amount ot money put 


into he fterward to ilvage \ it W rf tie to get her out. of 
the way of the pier where she sank, and te iy the French for a fair 
1" map ( of acquisition. 

(hose lessons, Mr. Chairman, seem to indicate a great necessity 
fier the war. in the interest of national defense, to see to it that the 
erave a fic { CV Lnat existed in the way ot rast passengel ships and 
last ta ker tL det hc \ it eXIste | | | | prey 
Ou ly iWweTa t¢ 1 | ne lo ( (il ry { } rod OO} 








j 
yy 


MSHIPS D , re 
pos le Yet cuir \ \ e TO ‘ 
rid peace d so there v ( { 
ro yeal frer the end of t r to do ry 
{ 1 he 1 ‘ N 
’ re i \\ 
{ } \"\ e} ( tt 
| i! yy re e, the rea ! { ‘ 
Soviet Union as disting hed from then ‘ { 
el) cd Nations 1945 to 1947 fh 
\ i publ with the raj of Cz ’ 
\t | t Tiine the Conere ott { | Be. i 
f the United States turned attent e ag 
rity ite ts of the United S ( i f 
American merchant marine the P ring « ; 
pointed an Advisory ( mittee on the Me Marine 
Mr. K. T. Keller, to which Admiral Coch ' 
ttee, Na illuded his pre] r state ; 
categories of pa sengve] ) ? | Oo pe e} \ , 
merchant marine, Trom the ni t report came 1 } Pre { 
one of the members of | Comn tee. t] memp | le fait 
to say, who had mol ba ko OU i Ai 1 ex) ‘ " 
trong merchant marine for defense, Mr. da ] 
Secretary of Defense, kep pl ot 
( binet with the essitv of doing somet pout 
I Cl t tcl iteral « leratiol tha { 
war and the ship-repair industry had fa ff. ff 
very arming 1O lev it id 1 f] } 
| private shy ds to a levé enn) 
, I< r Committ rep { | { N 
el to which we could safely fall was in 1 
va! oO. . 
Mr. Forrestal kept at tl problem unt os 
Clie Keller report Wil hefore the Pre; dent Ni . P 
t appointed a ib-Cabinet committee, co) ting of, : 1 1 t 
e sec iryv of State, the S¢ etary of D ! “ tA ( 
meres und the Secretary of Labor, to es] uiy i O 
lem and to repo t to him. t} P} ( t. ne t | ( t) 
e measures they thought desirable to « e def 
his. Mr. Chairman, in March « 1948 is t Pres 
dent’s St. Patrick’s Day spe h to the Congress ‘ erted 
the Congress and the people of the United St | 
te ons of the Soviet Union a d laid | { ( 
1 mol lizat Ol effo. vl } } velop ry) ‘ 
mpact of the aggression against Korea) into the program o 
‘a how ¢€ ornced MAY. 
} } “ee ’ P 


dl mppoilnt 
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the American mer hant marine in the w ly espe ull ot passelnyvel 
ships suitable for conversion to troop transport and into high-speed 


ankers, and the collateral, put by no means any less lnportant prob 
ling and sh p 


{ 
le m, of what to do to save at least a nucleus of a shipb iil g 


repair industry which could be expanded if another war came tuke 


] ] i 
fhe needs of the emergency. 
r | : ] } | , " 
Phat sub-Cabinet committee studied the problei Lhnrougn everal 
} 4 1 1 41 ‘ 
working CcolmMmittees aquring the mo th of Mat 
} 1 } 
At that time I was no longer in the Navy, but I ked by Mi 
] ] J 1 
Forrestal in an unofficial and informal capacity 1f L would cooperate 
t 
th Mr. Sulliy Oo WA official 3 é work of 
b-Cal et committee Asa result o i cMr.S Va wi 
Pnorized OV the Pres dent to come hy ‘ ‘ en \ 
\pi f 1948, I believe April 8, and to lay be mitter 
I I 
prog mi Te mediate i ition of t ( { OT passeny 
t } | , ; 
| ) ‘ pPPelEE LDwKe!l ea { ) i ! rram Tol 
, 
al rt \ veaur, that rst bite 1 hu red | 1O 
Mi Sul] itel ent before t 5 CcO LT ee ed in tt ! nie 


Geratlo . il ) i | \ 1c 
il’) for this program to get ihead. 
A week or so after Mr. Sullivan appeared before t! committee to 


outline those consid racions id to hay Ly fore t U1 gress t $100 
million initial program t President ada La lett to the Chair- 
mat f the the Marit (‘om 2310) \ h { d that the 
pr on Stacked tos tle V program ra rt Vil program 
under 1 Merchant Marine Act of 1956; t e President, de- 
ed that industry, the shipping industry, be induced if possible to 
ooperate and participate in this program by the investment of private 
i} lto the i 11 eX C} Dit 


Whether o1 ott iT Wa possible was Ll Vel tl | ) it. the 


] 1 
Ther a team nat - 
i { ( ) } ‘ ( I's i = 
! } 
nd 1 this ( ! | e A t { 
) 1? earl " j 1a , " ty : 
ved l { { ( el ( | 1) 
] ! I 


Mansti My ipacitv again Vv t} 4 of noth il stant to it. 





As ‘ result of th Wwe rk OT that committer t} ough May na J ne 
urman of t! Maritime Com- 


tter to the President in which 


ie W 
the rsecretary of Defense nna the ( 


muss on on July l. 1948, addressed l le 


they advised him that ther app ired to be a reasonable prospect of 
ndertaking a sizable program for the construction of passenger 

ps and high-speed tankers with participation by pr vate ind try 
On the basis of that report the Maritime Com sion then undertook 
to call in the leading operators, the lead ng ppers, to ask them 
pec fically what they could do and what they were willi e to cd It 
was in the course of that month of June 1948, that the proposal of 
the American Export Lines to undertake the c f the tw 
ps, V hich have becon » the / leq d ind t) f f ; C 

d before t] (‘om) nN 9s ll as f , ( { | | 
States L to undertake the construct fi | 

() ' of industry al (me) ? ! 

iter it They oO Id 1 rtalke 1 r 0 ‘ j 


] ind ot] T dk ll at t 
; ( } nrerested. but | \ | | ( { 
{ it the w \ i ] ) } | | ( Oo } ) 
oral \ tha Go rh | nal t i } 
l ! [1¢ that would per) t } I } t 
ense neorporating the ext ve efe] fost ' 
; t Pr {+7 1? »| re h of the e T if ] t 
1} onth of July. Mr. Chair ( 
| that w t « day fter dav hef \I e ( 
r Tive mporta ( the overt ling myo} I} \ | { 
t of national rit What we wer { cet 
! ol | f ere 1¢ 1 ( t 
1) T r) 4 ver s ] t ft \ 
1; the 1¢ ) 1 if ld} ry + 
1] troop , Liles e | y] 
Now the prograr I say, Mr. Chain 
! obie Live ¢ f ) il d I | 
‘ L1t wa tak 
yf | n the part of G 
} ] yr 7 { re) 7 r | roa | 1 | f 
| dof ; No} ° | { that i 
ood faith a ) | | 
participating in it. But what I have 
, f 7 t hy dor { e. f 4 \T \T 
\ 4 thy T ey ‘ or { ( 
) © ¢ ject Ve 
. ° 7 . 
I said a few m t¢ t 
i } y ] 
Worl Wat I] { ior ] Che 
{ ce i very orave cefj \ | s 
, ] ] } ethe hipst t were ) 
older tis? vears later, and wv \ t 
} t jf ( ddition il pas envel «| 
4 I 
I can’t reeall the exact figure 1 m1 by the Kell 
Tee ] think if \ S met a ] ( 











Sullivan made before this committee in \pi lof 1948 he pro} ( Lhel 
| . | { . . + 
bea program OT, i ft ! passenger ship ra pel io i} 
Had we hye ible ft OO Ale i th) uy hy i program 1I9OAR we would 
by t | Is tile io - ha pelne a subst } rier ’ , ' ¢ 
pa envel sh Ds 

NM wiry \I ] toy oO t} H t i 

r. SHE! i l i { \ rig i [ 
47 

vet you off your tra 

From readin: the years 1t has been my thous titat prior te 
xy 1 ’ r ; . , ' " " 
World War IL t e had been a pretty well-established thought in the 

1 5 ] 1 
minds of Ame l operators and those interested In the merchant 
i 
marine of gett iy from the large pa never ship and stal ne wmto 
the field of thi r, more medium-sized ¢ 1) ate vessels, Now 
. : ’ " 

What vo é Lup to this point indicates that lifer the war 
i ] + ; + : 
| ? W S | » «if I'¢ to gel baek wo pa SPN OeT i ) f large type 


[ have also read quite a bit and heard stories about the experiences 
we had with transporting large 


oO 


roups of troops ai d how we had to 
depend upon Toreign vessels because the only fairly large-sized vessels 
we had were lost in the early part of the war. 

\re you familiar with any of the experiences we had, for instance, 
in the use of the Yueen’s, and did that play any part in why we went 
into this type of program ¢ 

Mr. NASH. ] think, Mr. Chairman, It s a matter of history. the 


tremendous value, the great role that was plaved by the Queen Ma 
. , | = S bs 


and the VGueen Elizabeth in carrying large number of troons to Euroy ‘ 
during the wat , 

| mes to mind, though it could be a faultv recollection. that we 
the Cunard Line o1 the British Governme upward of a 
h lred million dollars for the e of t ) Tt k the money 
ll spent, but it strikes me as at least « ( 3 su 
ali ¢ \} nsive pr pos CIOn,. 


N« \\ Those shit s were able tO carry ~ net} he | Ke l division to 


nfesting the Atlantic. The smaller type ship could only take seg 
mel ofa ill f PHAtING unit, al ad ror t] e efliciency of vetting the fieht 
o unit together on the other side, of course. it is much better to be 
Te to carry a large unit instead of a fraction of a unit. Also in 
such ships you can get, as I say, the speed nd it has to be an eve1 
ereater speed today, I suppose, because of the imp ment in the 


Inarine speed—to bt ible to carry them safely. 





‘he convoy system is the only alternative and is not near 
satisfactory. The only wav of insuring the s ifety ot the troops Is to 
carry them in high-speed ships that can outrun even a moder 
toblMarine. 

Now there are those, Mr Chairman—and there are { many, for 


tu tely, bul till sor ol Thi, Vise i o1ce, WI » thi 
that we ought to leave to our allies the probien of transpe rtatio 
th ext war, that we ought not to develop in American merchant 
marine, that we ought to leave that activity to our all in order to 
work out some balance of enterprise between ourselves 

All I want to say on that is th it the existing mer hant MATING ( 
those we can safely count on as our allies—and I ren 1 you that it 
was only y years ago that ow principal antago t today was an ally. 
and that we have admitted to the family of nations Japan and Get 


many, both of whom 7 vears ago were our enen So itis verv diff 








iJ 


~ 
) 
t } 
n th 


to 7 ire very ial if \ 
ean antagonist. But 1 say aga 
fi tradition can fely | ounted ¢ 
ot with their full me lant mari 
! ete AWATeHeSS OF} the mart ort 
| ne to dey op their mercha 
+t ACLIV Ee i t he \ m iv< ber 
Wii ereas OUTS Dave veel { 
o 1) te no t will not be e! ’ 
rine | nergy \ Vel \ ti 
dertake1 1 I spea 
al f Det e, one of res 
BLE. I tn ts wil respect. te 
e Supreme Allied Commands 
ertaken troops t! 
i\ l¢ ery 
LO VO My ( ! ( I 
within the time limits we have sa 
l to cae nd ol e .\ ei 
Chairman, I tl t mis 
t k { I ¢ =| 
rid I think a 
wanted to make. 
mply iV Inco el nt iT ¢ | 
un : ited in the i 19 
{ i ie | nad that we face tay 
ore in Korea, the conflict in J 
parts of thi rld—is m more 
un itv in 1948. 
me il } ie rte | OT cic 
rel V these il} me ‘ 
| Sad ‘ 
) f 
ial 5 I l 1} ( ! y aspe 
ae | DATILIO ! f ad Velion tr « 
) | } { i 
| ) Ol l 
I feit ery Ongly | ar 
- i 
ve a title V program rather thar 
part pat Yr WIth 
lar as the nati f rity sper 
It until title V, though t 
! tas avanl n the ¢ it 
ve 1T they re Government 
1?) ven morea labl he ills They 
vate operatol They are ready to 
hands of private operators whet 
e Government they might be laid wy 
hem out of which Id take sever 


} 
( 
{ l 
| 
( 
( 
| i 
ye] 
WW } 
WOtl 


t} 
{ 
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So. from the point of view of def e, % ether it wa 1 title V 
yroerann or title \ LI prog! ima, the COns1cdel { 
hought compelling to make it, if possible, a title V progran e) 


considerations in which the Department of Defense fully concurred. 


Ir peat again, l emphasize again, that these ships in the hands of 
U1 ite | states owners were subject to immediate acquisition by the 
Ci vernment who would pay ba Ik to the ownel ' it ft \ ! ha 
invested 1n them subject LO Ge} reciation. so that ft (x ‘ rie 
would have just as full acces: to these ship , a id probably bettel til 
zation of them, | iuse In the meantime the. have b Kept |), eir 
maitenance costs have been borne by the private ypperatol ‘ ey 
are under steam with full crews on board ready te go at at te 
notice if the “balloon goes up.” 


Therefore, Mr. Chairman, the only point that I wanted to make 


this statement which you have privileged me to give to tli 
terest I ith il Geie ( L proveral t | 
tional defense were paramount. a progral \ N 


Defense Department continues to be most ¢ ereste 

Mr. Sirecttey. Thank you very much, Mr. Nash. Will vou also cor 
vey the appreciation of the committee to Mr. Lovett for katate ed 
vou to give us this background ? 
Mr. Nasu. Vhank 


HELLEY. 


Mr. W er Iie. Mr. C hairma 
Ir. Suettey. Mr. Weichel. 


Mir. Wetcuen. With reference to the statements that | made 
and with all this studv going on that vou outlined. which more than 


your boss, Mr. Sullivan, said when he was up here it of this very 


Interest 7” tome as a member of the com ttee as to al 
going on, because nobody came up before this committ: d told the 
a word about it. It is verv interesting, very inter 

Mr. NASH. Mr. Weichel - = 

Mr. Wetcuen. However, Mr. Sullivan at the instance of the chair- 
man came up had a very fine prepared statement which he gave 
in support of a | then before this committee and which went over 


to the Senate, and nothing 


Wa done by this wreat aay ory om 1ittee 


which you talk abo t to get it throuzh the Senat But all thi thing 
you are talking about this committee was neve1 lvised of any of if 
( itside of the state) nt of Mr. Sullivan} pport of a bill 

come up and tell us about 11 That is very teresting lta on 
dering why you are here telling us about it nov 


committee to Give u this background ? 

Mr. Wetcnen. Mr. Sullivan made a statement in the record her 
supporting the bill, but all that he says now is rather interesting to 
me asa member of the committee. never havine heard rbout before 
Vie ill th S volng ol} Now f] { miinitte t] p 
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‘r] i (tel bh private l | try oul | ld | itin SoOMe tax 
deferment fund 

There was a statement from one representatives of the Department 
which. as | VOU It. Was to the effect that the advantage of hot having 
tax deferment but of having the other program would be in part tha 
the Government would own the ships er { h private nadustry 
\ h hy p! vram Was finished. 

Do you ! . comment in addition \ is te 
wl er thie uny great lvantag t l eLtweenh 
the Government-owned ships we would have for mergency or p 
Val Haustry iving the shins wh 1 Wouk ( yé 


, 4 ] hd } 7 
I’ fai, WhO TOOK 1b Trom at told poi | Lp] mach i 
ii 
tw { : 
’ 
H sa vel ident advocal ot pi e entverprist L he \y 
] ] iy | 4 ef ‘ . 
i prophet ahe qd OT His time With respect to What the 1 hace OL Soviet 
} 7 ‘ 
ul ] reatly Meant and means tot Cé htry, and he Was a con 
; — } 4 - Mg l ' 
AacvVO e fr trying to keep the me i Wal) ad f13C@ Villai, ANG 
} i ssarht 1¢ had ’ ; { . y ] é 
‘ | ought | TTé havoc ] ~| i OT \ COMIMPIELe LUroOy 
> S. } } a » 
rnmel \\ rship of tl or any other industry, that it would be far 
! : 4 . | oy 
| » AVE ee oOperatiol i Weel pris , ter] , i tue (rOvVv- 
nment, a | ced effort, much better in the ove nterests of the 
| uf 
{ ( 
; 7 “2 ] ri 
( cit ' ! isi ier] i CSé 
+] { } 
( ! l thi} | ( i Oil ) V it ravors, lh Wien 
GQ ment ha ] V\ vestment from the tandpe if of sub- 
5 | { , : ‘ fey ) ee . ; . 
y LOU Ll al i il CLC if i OV ( ad be 7yUST as 
! D l eran ap] priate } l ( hg power 
{ ~ rOvVe}l uid e\ Llyhie he 
a , é douy ! ite 
| Vi i¢ | tL De ( ( i pre ition 
\I VT LEX 1 +; { ; t t} 
’ ] 
riviaats er 1 a fat 
y ‘ ti? , ' 


l keep them in { ! You 
I (5 ! fh ‘ 

( +} } tl ] un fl t ¢@ 

Mr. Nasu. I am sure, Mr. Weichel, they k pa el] 
bonsitie. tak il Nid wp. “Ther ) ng. Ther 
fore a g WOrK »b u he + : ull 
or" ? 

Mir. W HEL. Can't t keep ther pe 1 or 

Mr. Nasu. Not at a minute’s notice. 


Mr. Weicnen. Do they not put them in shape before they put them 
in the laid-up fleet ? 

Mr. Nasu. I believe so, Mr. Weichel. It is a subject over my head 
on the technical aspects involved, but I am sure from such background 
I can recall in the Navy service I had, that it would take a matter of 
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weeks. no matter how well they are Kept up in the 
oet them ready to carry troops or cargo In war 
Mr. Weicuen. As a matter of fact, they don’t do anything 
they put them in the laid-up fleet, just dismantle them, «cd n't { 
Mr. Nasu. I cannot say—— 
Mr. SuHewuey. I think that had better be asked of Admiral C 
Mr. Weitcuen. I wanted to see how mu backer 
Mr. Nasu. My only impression, speaking ft the Navy ¢ 
is when they are put in the laid-up fleet t! wel 
I am not famili: r with the maritime. 
Mr. WericHe.. On the merchant marine 
t] committee. they are not. 
Mr. NASH. Lam not familiar w t] M ! 
Mr. WericHer! So your oF ! n on tl 
That isall. 
Mr. SHELLEY. Any othe q f 
Thank you very much. We appreciate v 
we have not delayed your appe rance petore the othe {t 
Mr. NASH. If | may be excused I will ro « to tiie v 
Mr. Suetiey. Surely. 
Mr. Nasu. Thank you. 
Mr. Suevttry. Admiral Cochrane, d 
stand, please ¢ 
Admiral Cocurane. Surely. 


STATEMENT OF VICE ADM. E. L. COCHRANE—Resumed 


Mr. SHELLEY. | have one aquestiol | { | 


right now, Admiral. It occurs to me in t ' t M 
said concerning possible reactivation of ship laid-up 
addition to the opinions he expressed a 

the thought goes through my mind ft 

mergency such as the « prea T all-out ! e Wal 


e 
became necessary to reactivate a number of 


is it not possi le that a reeun ng probley 

} . . 1 4 1 
in the form of a log Jam mn the reparr Varas 
ing vessels if a great many were needed at one t ef 

I say that in the lhieht of some ot the experi es | ! 

nh . ez “47 1 » * ; 7 
and that [am familiar wit! and abo tT which we have aa 
A log jam on a much smaller scale. but large enough to bi 


problem, occurred in the reactivation of some of the presently 
vessels for the ECA program for carrying of grain and 
Did it not? 

Admiral Cocnranr. Mr. Chairman. there is not any question 
that. . 

As a matter of fact. as I was liste) ing to the testimony of t] 


witness, it seems as if it might be desirable at this point to emp! 


for the record the fact that a merchant marine does not consist 
ships themselves alone. Manifestly thev are a vital part. But 


unless 


there is management experience, nianagement skill in handling these 


ships, the ships are quite useless. 
Likewise, unless there is an ample body of experienced sea 


men, both licensed and unlicensed, the ships and the manageme 


completely ineffectual. 


fa 


t 


ne 


are 
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On top of that, again, unles this full « maple nel of the ope rating 
side of the industry is not supported by a ship building and ship re 
. . * 7 . 1 


pair element, again there is only a flash in the pan and no sustained 
ability to keep the operation going, 

Each of thos s critical, each of them » diportant that iis in 
possible in my judgment to select which is th portant one They 
all have to exist. ‘They have to exist con ent 

Now to go per ifically to the quest Ol whi Nir. Wi e] I ed 
to the condition of the ships in these vario Ip fleet ind I speak 
of them as the naval laid up fleet and as of the! chant fleet—the 
not directly pal illel. I think they were ¢ ec pel }) hn some 
measure by the conviction of the me ( Cl I pol ble to the 
possible futur need: dictated on the « Lit rv largely 
by hiattel oft 1 il Ay { I | { | \ k hore 
thorough viev or took the d on t el job of 
thie lay up per! } than vy LO to vb ( the 1} rchant 
ST 1})s 

Most of the merchant ship fleet that \ laid up were the dry-cargo 
vessels and, of course, the holds of those ships present no problem. 

Phe juestion then ume, how to handle machi ery spaces and so 
on. The Navy had determ ed on the | me of lo ine their ships 
completely, sealing them, and providing air-conditioning apparatus 


| maintain a humidity level in the ships such as that it 


1 7 J ° 4 » 1 ? 
woulda DOift the aeveionmel oT OTrrosion, OXIGIZA 0 ot t 1@ metals, 
} . ] 
! Fe ‘ t permit XC e ary r | riou fabrics, 
I 
} — 1 
ma ma So o} \\ ire e To ¢ u itlo 
, . . : , ’ ’ a 
1 itte} ipt to hanadie ft it in the mere eet } bat have ¢ eated 
] | 1 } bd nd 
L ve eXte \ dad expensive probiem, and It a cae on that 
tne whnimery those vesseis Could aa tek } ected DY coat- 
] ] " 
no thre f rious 1 t Inhibit Yr coat i policy 
that W PolLliowed 
| t 1\ { the expel ( L ved 
‘ 4} 
a1 to DvD { uit ) isk i¢ i} more 
. 1 
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To address myself for al oment to the questio} Mr. Wei ‘hel aske 
of thi previous witness, as to why no statement of the studies mad 
1947-48 was submitted to Congress, I think one has to recognize 
that in 1947-48 the general : icceptance of the menace of what is be- 
hind the iron curtain was much less a subject of common discussio! 
than it has since become. 


Mr. Wericuen. We had the Secretary of the Navy up, Mr. Sulli 


van, testifying in great length about all that business. Now who is 
right about this thing? We just had Mr. Nash telling about it. Who 
is right # 

Admiral Cocuranr. Today, Mr. Weichel, one speaks with great 
fray kness of one’s recognitions, because overt acts like the B rl 
blockade of 2 years ago and the attack on South Korea, and so on. 
have not made that issue perfect tly clear, « xphieit But there was 
time when it was hoped that sort of issue could be avoided and wh 


were mal ing « lel liberate plans here wh ich would look possibly to 


what would happen if that sort of thing turned up. People felt in 
some areas L a rsonally admit I don’ ts ubs eribe th; at ne rh: ips W ould 


iworavate a situation wh ich the y thought could be eliminated. 
Mr. Sueuiry. I have here in my hand the report of the President 


Ady isory Committee of the Merchant ~~ heer November 1947, copies 
of which were forwarded to Congress and which I obtained out of 
the files of th is ae rchant Marine Committee and spent yesterday 
reading. Most of what Mr. Nash said was a boiled-down statement 
or summary of iiliat is in this report. 

\dmiral Cocurane. That committee sat for several months, Mr. 
Chairman, and heard the testimony of each of the branches of the 
armed services and from practic ally every one of the steamship 

ympanies, and, of course, extensive testimony not only from former 
Maritime Commission but from its staff. I think vou will find that 


1s n ne! le 3S frat I in tl e dise ussion of the menace W h h we now recog- 
nize than woul e been possi ible behind ¢] sed doors even at that 
time. 

Mr. Wercuev. With reference to building the ships for the Navy. 
it is mv unders ling that officials of the Navy appear before the 
Armed Forces Committee and give testimony with reference to the 
needs and desirability of certain kinds and types of ships. Is that 
true’ It has been true, has it not. in the past e 

\dmiral Cocnrane. Well. Mr. Weichel, I will have to admit I 


went on inactive duty in 1947, retired just at the termination of the 


ime that report the chairman was referring to was submitted 

Mr. Wercne.t. With reference es expeingedlat eet orn a in the 
past, it is common knowledge they have to come Aoetete the Armed 
Services Committee, and then the Naval A ffs urs Committee, to come 
before that committee and tell their a) ins about on construction of 


ships for the Navy. Is that not true? 

(Admiral Cocurane. Very true. 

Mr. Weicueu. Yes. 

Admiral Cocnrane. But, of course, the basic reason which might 
dictate some ships was usually handled in executive session be 
cause— 

Mr. Wetcneu. I mean thet is the general policy. to come before the 
committee and testify and tell the committee what the plans were 


with reference to building certain types and kinds of ships 
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Admiral Cocurane. That is very true, sir. 
Mr. WrICHEL. Now, with reference to the merchant marine, nobody 
comes before this committee and tells what they ant to build or 
anything else. Somebody just builds it, like in the case you are up 
here W ith how, and this whole mess of the merchant marine operation. 
That is all this committee ever heard about any of al! this thing. The 
onstruction of these ships you are talking about. with reference to 
their need for commerce or their need for the national defense, no- 
body ever came before this committee about it. Everybody else was 
consulted excepting this committee. Everybody. 
Now they are here about it telling us about it now. 
ondertul cooperation. Wonderful. It does not make 


I think that is 
any sense 


vhatsoever. 

Admiral (COCHRANE. I cannot defend any su h 
‘ause I think it is a mistake. 

Mr. Wricnet. As long as this sort of thing is a whole stink pot 
irom top to bottom, we had better have it all out. 

Admiral Cocnrane. In my own judgment that 
ind ] believe ] have been guilty of some of Live 
i have been given my assignment. 

Mr. Weicnen. What I am getting at—you have been the chairman 
there since August 1950, or something ¢ 

Admiral Cocurane. That is right, yes, sir. 

Mr. Weicnent. And you are ready to leave now, I understand, that 
position. 

\dmiral Cocurane. I was appointed for a specific term which ex- 
vires the end of the month, sir. 

Mr. Wei HEL. SO during that period of time I do not remember of 
your being up here very many times, Admiral, telling us about these 
problems. In fact. this is the first time there Was any extensive Op- 
portunity to hear anything. 

Now with reference to this report, you W rote 
the chairman about the difficulties down there in 
subsidy. All the time you were here, all the 2 years, you never 
ip before this committee at all about anvthing that was FoIng 
None of your predecessors 


f 


} 


the letter up here to 
administering a 


Lilie 
any time. Nobody else ever did. 


" } , . é ] . ° 1 
did with reference to administering any sul sidy. 


Oh al 


The fact of it is you could neve get anything out of them. It was 


Nobody would tell this committee anyth 
he administration of subsidies, at ho 


panes 
Liis? 


like pulling hen’s teeth. 
of what they were doing about 1 


i11ie, 
Through 1947 and 1948 when they were holding hearings. in 1949 
md 1950 and 1951, I never heard anybody come up from the Maritime 


Comm ssioh. or the Maritime Board or anybody connected witl it at 
1] and tell this connnittee anvthing that they were doing at all about 
e administration of subsidies, or how thev were maku 


ther they were making any or not. 


vu eontracts or 


With reference to your coming as head of the Maritime Board, a 

of What has gwone ol previous to youl OmMuUNne, this conimittee 

dl Vy chal t It \ = ] ver reTerred tot oni ( In 

the former chairman appeared many times at different places lik 
anted guest trving to find out it ther re doing If 

retel to! } nittee a no { i e ha 

rie ind 
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everything else under the sun, that the Maritime Board now asks the 
chairman of this committee to listen to a thing as bad as this adminis 
tration for a number of years. It is very interesting and I was 
wondering what was motivating it, that you should tell us about it 
now when you were going out instead of telling us about it when it 
was going on. 

Admiral COCHRANE. Well, Mr. Weichel I can give you my own 
personal opinion. 

Mr. Weicuer. That is all right. 

Admiral Cocurane. My own personal view of this thing, very 
simply and, I think, very consistently. 

| agreed to accept the appointment to the Federal Maritime Board 
only because I sensed a very serious threat to the security of this 
country. I came down here only after very serious consideration 
of that situation. 

When I landed here the Korean situation was already mn a very 
serious broil. They started through my immediate predecessor, who 
was Mr. J. C. Koehler, whe was then Assistant Secretary of the 
N ivV, bringing out ships from the reserve fleet to meet the first de 
mand. It fell to my lot immediately to get ahead with that job. 

It fell also to our lot to get the ships out to meet the demands for 
European relief, Indian relief, and some service in the western Pacific 
in general industrial problems. 

hose were absorbing immediate pressing affairs. 

The study of this part ular atfair which had been completed, | 
mean the contracts which had been completed, and construction was 
proceeding, and we delegated it first to a special committee which was 

Janned by my predecessor, and which I accepted and which we 
followed That proved to be somewhat less fru tful than we had 
hoped 

We finally came to a point where these other things had rotten 
out of the way and we had time to work on this problem. 

Mr. Weicue.. Well, these people that work on subsidies did not 
have anything to do with getting out your fleet, did they, for the 
Korean war? 

Admiral Cocnrane. I am referring to the problems which were be- 
fore the Board itself, Mr. Weichel. 

Mr. Sueviey. May the Chairman say, I think we are going to get 
way off the field, and I think that I should make a statement at this 
point: That we have a very serious situation before us, and I think 
the reason it is before us at this late date is perhaps because of several 
factors for which ho individual ean be held responsible. 

As long as a year and a half ago the Hardy Subcommittee of the 
Executive Expenditures Committee referred the problem back to this 
committee. Subsequently there was an illness of the chairman and 
the committee could not get at the situation. 

Perhaps the new Board coming in, finding itself confronted with a 
lot of complex situations, did not feel it incumbent upon them to ask 
this committee for meetings, nor did the committee ask the Board to 
come up here and olve reports from time to time ot what the develop 
ment were. 

So I think rather than oet into that whole background we might 

] 


as well stop it here and sav, “Here we are with the problem now.” 


i 


I have just one comment to make on one of the subje ts that has beet 
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touched upon. It is generally known that Admiral Cochrane’s ap- 
pointment expires on June 30, and in spite of that, Admiral, I sin- 
cerely hope you will continue in your capacity in your job because I 
think vou are a « ‘redit to the Government. and the 1ob vou have done 
is a credit to you. 

Now, will you plea se 70 on W ith your statement ¢ 

Mr. Weicnet. May I answer that right at this point ? 

This thing is a mess, and everything else has been a mess down there, 
and it has all been touched on, been brought out in the opening 
statement. I do feel constrained just to ask some polit questions. 

Mr. SHELLEY. Nor do l. But I want to gel the matter in the record 
so we can go at it in an orderly way. 

Mr. Weicuer. I donot know what an orderly way 

Mr. SHELLEY. All right, proceed, Adm ral. The Admiral has not 
completed his statement. 

Mr. Wertcuen. I want to ask upon the background. I certainly 
have a right to ask something on the background. 

Admiral Cor HRANE, May | say, Mr. Weichel., if the Bi ard had 
known as much in September of 1950, when it first took over as it does 


1 


now in June of 1952, a number of things would have aoe done 
differently. 

Mr. Weicue.. Well, I just asked you a simple question. I take your 
statement on what you were doing, but the people that were down 
there working for the Maritime Board or the Maritime Commission, 
who were on subsidies. have been there for all these years, were cer- 
tainly not involved in breaking out ships. That is what I am talking 
about. 

Admiral Cocuranr. We have almost a completely ne 
We he I. There were some people le ft of th eo I | crew, } 
top of this place has been renewed in the last 2 years. 





‘w crew, Mr 


1 1 
WhoOtTE 


Mr. Weicnen. But nobody came before this committee. That 


what Iam getting at. It isa strange thing you come here now. That 
is What I am getting at—the fact that you are leaving, and an have 
been able to keep the information in such a way that you could 


get it up here allthis time. That is what I am trying to get : I am 
not being disparaging on you. All you can do down th ere is what the 
people hand up to you. 

Admiral Cocnranr. I think that is not exactly a clear picture of 
hov the present Board works. 

Mr. Weritenen. It may not be exactly, but what they hand up they 
prepare, and those people who prepare it have certainly been there a 
long time. This has tog volng on a lon o@ time and the Same sort 
of thing going on before you came here. 

Admiral Cocrmaner. I hope you do not have the impression the 
Federal Maritime Board is a rubber stan p handling all the staff 
21ves it. 

Mr. Wercuen. I did not say that, but that is where the informatio 
has to come from. 

Admiral COCHRANE. The de ision al d direct Ol is to what sho ad 
ve done “tems from the Board. 

Mr. Weicnen. I have in mind a lot of things just alone the same 
thing. Just before you came in there was some e like the 
Line, where every nole department down there knew abo wha 


] , | 
t the (rovernment got stuck for Si 1 O! 
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had to go through every single department. I have not heard yet 
that every single person down there who had something to do with 
it had been fired. 

All you got is what they give you. So what I am talking about is 
background with reference to this. 

Up to now you have just found out about it and you are telling us 
about it in good faith. 

Admiral Cocuraner. That is not quite correct either, Mr. Weichel. 

Mr. Auten. Mr. Chairman, I want to put my small oar in at this 
point. 

I talked with Admiral Cochrane, as I remember, somewhere in 
March over a year ago; in our discussions came the suggestion that 
they had reorganized down there and that either he would like to 
tell the committee about it, or I would like to have had him. It was 
a mutual sort of thought. 

Almost immediately afterward I communicated with the commit- 
tee in open session that he was ready, able, and willing to come up 
and would like to do SO, and I would like to have some sort of an 
orientation meeting. 

I have always had the opinion that he was constantly ready to do 
that, but due to present circumstances and other things we never got 
around to inviting him. 

Mr. Weicuen. I did not mean with orientation. I am talking 
about what was going on down there, and now we are up here with 
this thing going on there for years. That is all I was after. 

Mr. ALLEN. We could have had it 18 months ago if we had gotten 
after it. 

Mr. Weicuet. This story ? 

Mr. Atuten. A good part of it. 

Mr. Wercuen. I have been trying to get it around here for 10 years. 

Mr. Sueuiey. All right, proceed, Admiral. 

Admiral Cocurane. Mr. Chairman, the statement which I think 
you have- 

Mr. Weitcuex. Can we ask anything on this preliminary statement, 
or are we foreclosed now ? 

Mr. Sueuiey. If there are any questions on the preliminary state- 
ment—— 

Mr. WeicHet. Well, that covered all the points of the compass; the 
first one did. 

Mr. Suewiey. All right. 

Mr. Wricu! L. What is the purpose of coming up here, Admiral ? 
Is it to tell this committee how bad the administration has been on the 
subsidy program? Is that what this is? And that there should be 
new legislation for it or there should be new men ? Is that what this 
is supposed to be? That is what I would like to know. 

Admiral Cocurane. 7 hey got a new set of men. 

Mr. WEICHEL. Got a new set of men to handle the subsidies down 


there. Are you going to tell us now, or is somebody ever going to tell 
uS how bad It has been operating, \\ hat has be n ‘0 ng on there, so 
we can get new legislation’ Is that the purpose of telling us? I 
that the purpose ol your COMUNE | p here 0 tel] | What you found 
out ¢ 

\dmiral Cociurane. The purpose was to present to you the pro 


edures that have followed, the difficulties which had developed out of 
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Mr. Weicuet. All right. 

Admiral CocHRANE. He has, however, the right to look at it 

Mr. Weicue.. I will take that later. Then, after you make the 
contract or before you make the contract. do you ask the advice of 


1 


the Attorney General as to whether it is a rood contract or a fair con 
tract or anvthing as to the legality of it? Do you submit it to him. 
the proposed « ontract / . 

Admiral Cocurane. Not in the normal course of events. 


Mr. Wetcner. A ] 


torney Genet al / 
Admiral ¢ OCTIRANE. No. 


roposed contract you do not submit to the \{ 


lief legal adviser to the Gaovernment of the 


Mr. Wericuen. The ch 
United States. He is. is he not ¢ 
Admiral CocuRrane. } es. As a matter of fact, the Department of 


Justice has dec] ned to olve usa dee sion on 


Mr. WeicHe.. I will get to that later. I am talking about when 
you make a contract, when vou are going to have a proposed eontract, 
Now. like 1 these three cases. a lot oft money 18 1} volved and nobody 
ever heard anything about it. This com ttee was not advised or 
nobody else. , 

As a matter of law, whe vou have a contract, a proposed contract 
ot this magnit L¢ of thr e three sh) | euch One ‘quite a property. 

; } 

| 


ars is a lot of money where I live. Do you submit 
the proposed contract to the Attorney General 

Admiral COCHRANE. Not if it is a normal contract and has no 
special or unusual features. 

Mr. Weicner. What do you mean by normal contract ? 

\i Mm ral C’OCTIRANE. As | beheve to b 1] 

Mr. Weritcnen. A normal contract What is a normal contract ? 
Wh it k het do you submit ¢ How Dial ontract ! ve vou submitted 
to the Attorney General since you are do there, proposed cot 


Ldmiural ¢ gE. No} ( c 

Mr. Wet Lr. So what | do ve m? You wer 
ir¢ “Yr to 1} } I | cont icts ¢ 

Admiral Cocurane. If there were a tract that had some pat 
ticularly difficult problem, it might be wise to do that . 

Mr. Weicuen. t am talking about the law. not othe: 

Admiral Cocturanr. There is no leval requirement. 

Mr. Weitcuen. There is 1 0 legal require! ent to bmit to the Atto 
ney General of the United State: a proposed cont f 


Admiral Cocuraner. That is corre 

Mr. Weitcuet. Like the one for these three ips. three sepa 
contracts nve< ly or a lest of mone -_ ‘ rt ) rif t ‘ | ‘ M4 

Well, even I there Hho requirelie ‘ \ Ot cit isadvisabl 
TO snbpmit | te Three hief | (y | ofh 1 | | | Si t 


legality ( 
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of payments, as to the time at which ships should be completed, as 
to their contract obligation tor performan ‘e of the vessel. So the 
document itself is — 
Mr. Weicuew. Those are probably the same things in any kind of 
contract. How your staff prepares the contract . 
Mr. Ikarp. Will you yield a minute, Mr. Weichel, for one question ‘ 
Mr. Weicuen. Yes. 
Mr. Ixarp. Admiral Cochrane, as far as the 


contract are concerned, you have your own legal department that 


] 


ie@al aspects of any 


passes o! those, do you not 4 
~ Admiral Cocurane. That is correct. 

Mr. Ixarp. That is all. 

Admiral Cocurane. AsI say, as of the moment, what has been done 
in the past 2 vears, we have had also the benefit of the legal staff of 
th Department of Commerce. 

Mr. Ixarp. But I mean there are legal staffs that check the legal 

pects? 

Admiral Cocuraner. Yes: and men particularly experienced and 
skill al in this very Sort of contract. 

Mr. Ikarp. That is the point. 

Mr. Wetcnen. I mean the usual thing has been in all of the depart- 


ments that the counsel for the department tries to find a way to do 
what the department wants done. That is the usual testimony before 


this committee. 

Admiral Cocurane. I would not have any use for counsel that did 
not trv to do what we wanted done. 

Mr. Weicuet. I was wondering. then. if the \ttorney General on 
the proposed contract, somebo ly who ha to try the lawsuits with 
iat is due to the Gvovern 


1] 1 


reference to the Government, and colle 
ment and defend the lawsuits. as to why they are not submitted to 
him. You do not do that then? 

Admiral Cocurane. I do not want you to thi 
consultation with Justice. There is consultation with Justice on 
stalf level in most of these problems, but tl ey are not a formal sub 
mission by letter to the Department of Just ce, and the Attorney 
General asking him for a formal opinion as to the contract. 

Mr. Weitcnet. I mean if your counsel does not know what it is a 
bout. like iese three contracts you have ere, It would seem to me 
they should be submitted to the Attorney General of the United States. 

\dmiral Cocrmran. Mr. Weichel, the problems that came at issue in 


k there is no staff 


1] 
it 


+] } . . = ae if 
th ( wel determinations by the Commission itself. 


se 
Mr. Wretcuet. All right. 

Admiral CocHRANE. Wh h had qua judicial respo sibj itie ind 
appo nted al cl ( hare d with t] at sort of t] ng, 

Mr. Wetcne.. The Commission has discretion on matters outside 
of the legal part. 

Now, with reference to the contract. was there a contract entered 
into with American Export with reference to the independents? Was 
there a contract entered into ? 

Admiral Cocuran. There was a common-law contract, an agree 
ment 

Mr. Wricner. Common-law contract ? 

Admirai Cocurane. Which was not formalized. 





me 


of 
ral 


nd 
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Mr. VW eICHEL. ] mean a contract a contract. Wags there a O! 
tract entered into which bound the Maritime Commission ana vhich 
hound the American Export Lines? Was there such a contract ¢ 
\dmiral Cocurane. There was; yes, sir. 
ir. | EL. What ! 

\dmiral Cocurane. Yes, Sir. 


Mir. WricHeE.. And what was the date of that, roug ly : 
Admiral Cocurane. August 10 of 1948. 
Mr. \W CHEL. Did that provide 
ii! t CocHRANE. ‘That wv is developed as inexchange of pa] rs 


Mr. Wi ICIIEL. | mean, Was that il b nding ontract. | meal i Col 
tract that boul d the American luxport and bound the Mat me Co 


mn Maritime Board. Did that contract state how n ibsidy 
there would be paid ¢ 
\dmiral Cocurane. It di 1: yes, sir. 


Mr. Weicuec. All right. You had a contract, ind then the ship 
wis built as on the basis of that cor tract ¢ 

Admiral Cocurane. The ship was built on a contemporaneous con- 
tract with the shipbuilding company. 


Mr. Weicuen. I am talking shout the contract with the American 
Export. 


Vier. Wricnen. When vou made that contract, then yo I 

Aan ral COCHRANE, That is corre t. and t!} LW is the point. 

Mr. Wetcuen. I am talking about the contract with the American 
Kxport 1) i you state the terms as to how 1 { va 
to } if 

Ad { HRANE. It didvar Bit the ( ( t 

Mr. Wet r. And] they were to pertorm / 

\ il (4 li ANI | ul Cor! t | \ \ } t 
ot ‘ } a otfered to em. when the ry | bee? } ( 
i i 1 ia oO} ree ipl nce W ht! ( { { y the ( 

M Wricnen. And then, with reteret to tin ¢ 
: on that to how much they were to pay ¢ 

Admiral Cocuranr. The two ships were in the same contra 


Mr. Werenen. Both in the same contract ? 

Admiral Cocurane. That 1s correct. 

Mr. Wercuen. Asto how they were to pay ‘ 

Admiral Cocurane. That ts correct. , 

Mr. Weicnen. On each one of them ‘ 

Admiral Cocnranr. On each one of them. 

Mr. Weicnen. Inone contract‘ 

Ad il CHRANE, Yes. 

Mr. W EICHEL. ‘J he one with the American Pres ck rit Lit @S 3 | (yo 
have a contract withthem ? . 

Admiral Cocuranr. Yes. 

Mr. Wreicnuen. Asto how much they were to pay‘ 








Admiral Cocuraneg. That contra [1 
to che k that Wi ; formal. | lh ! 
Mr. Weicnen. Was what / 

Admiral Cocurane. Completely for 
Mr. Weicuen. Completely what ? 
Admiral ¢ HRANE. Formalized ( 
Vin \"\ CHE! You eit r have t 

Adi ] CocHl NI \ tract | 
nol law \ l 

Mr. Weicuen. Well, I know, but what Ia 
ng about the contract, that you ente or 
y par ch money, and they 

it i otf paper ¢ 

\ CocHRANE. ‘J 

ened ty pa ¢ I | | 


im t ; ( ie United State Lane ( 
Mr. W FICHEL. Well. I mea \ 1] 


{ fre Lierical Pre cle} 


Admiral Cocuraner. No, sir: I 

Mir. Weicnel 

With re 7 
paper they signed and the Maritime Com 
much the American President 
A piece of paper ? 

Admiral CocHran! 

Mr. Weicnexn. There was 

Admiral Cocuraner. Yes, sir. 

Mr. Weitcurnt. Now, was there su 
much American Export Lines would pay 
assigned by the Government to them ? 

Admiral Cocnranr. 

Mr. Wreicnen. There was not any contra 

Admiral Cocuranr. It was reduced— 

Mr. Wetcuen. I mean, was there a pie 


much they were voiIng to pay 


nere ww ~ 


isto how 
Admiral CocHrane. 
Mr. WEICHEL. 


There was. 
How li ch the Vi i 
atopn ld colle t that n 


Hl d Vou cou 


\ ral Cocurane. That is correct 
Vir. Weitcren. 7 | three sh 
they were t pay 
lmiral Cocnrane. That right 
Mir. Wertcnen. And siened by them ? 
\dmiral Cocuranr. ‘I t is correct 
Mr. Wrrenen. And if vou had a cont 
lent [Tn 1 t the Wi tO pay Oo mi 1] 
with t] ntract that you entered into. 
t? Itisa question of performance, the 
Admiral Cocuraner. That correct 
naveqd 


In that case 1f WAS exe 


1 
{ ; 

! i ] l | rel 
} per 
papel 

( " Oj 


! There a piece of 
, 


on signed telling how 


na’ Was there such 


! 1) L\ Uy how 
f the ships 
hange of correspondence. 


paper signed by them 


\ | the y itte! 
W ' th 
not é 

, i i hal- 
{ I'l | by the 








\dmiral CocHrANE. That W 

Mr. Wercuen. Pard me ? 

Admiral Cocurane. That ny A 

Mr. Wetcneu. Yes. 

Admiral Cocnraner. I 

Mr. Atnen. Will the gentleman yield 

Mr. Wricnen. Just a1 e. Tam t ; \ 
President Lines. I am talking about them « ’ 

Yo v the questi of va lity i the ce t 

\ 6 i I I ! \ 
P) | ] i? It t ¢ Oo 

| \I \\ i a wnt it \\ 

\ Cocn wE. J t cc { : : 

; vn ¢ ra t et | 
fy have b dt 

LI { : \ 

Mr. W nen. W Dhie 
t t e Ame} n Py L / 

Admiral Cocuranr. Ye 

Mr. Wercuen. You had one? 

Admiral Cocurane. That rig | 

sue because—— 

Mr. W HEL. I just w yf | 
up the ‘ 

W refere) ti ve that disapne heca 
LOO t over / 


Wi 


TO?! 


L¢ Hn nr. The 


provide that after the Navy throug \ 
President Lines get the hip back ¢ 

Admiral Cocurane. No, si 

Mr. Wetcnenr. What ? 

Admiral Cocuraner. No, si O res) 
N d asked to complete the iS a tal f 

I { Oo’ Lise I} e A) P 
| They () ely Té } } To 

Vir. Wer pL. What t | ot that 

\ Coc E. Well, t were— 

Mr. Suecitey. 2?’ lent J P f P 
Jeti . I think 

\dmiral Cocuraner. That Oo 

Mr. Wercuex. So. with reference to the on ty 

re weeks ago. a few mor iwo,do you | ( 

Ad | CocuHRaANE. Wait a1 te. W \ L se 

I vk Lk one 

Mr. Wetcuen. The new big on Ippo 
that 

\i | Cocurane. A complete contract « 

Mv. WeitcHer. Did it say much money tl] ive 

\dmiral Cocuranr. It di explicitly. 

Mr. Wricnen. Are they q tioning abot p 7 { 


to in the contract? 
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Admiral CocHRANE. They are perfe tly willing to execute the co 
tract as it is now worded. 

Mr. Weicne.. Execute it? I thought you had one as to how mu 
money you were going Lo pay. 

Admiral CocHrane. Pardon me? 

Mr. Weicue.. I thought you had one as to how much you were gol 
to pay. 

Admiral Cocnrane. I don’t mean “execute,” but carry out perform 
ance under the contract as now worded. They are very anxious to, a 
a matter of fact. 

Mr. Wetcue.. They are very anxious to. Then why write that n 
the letter up here about that ship 

Admiral Cocnrane. Because the validity of that contract, that it 


] ] l ] ] ] ‘4 
binding Lni¢ invoidable, has been cha eCnveeqd yt e Grenera!l Lccount 


ing Office. The decision as to its validity was prepared in my depart 

ment, reviewed by the Solicitor, Department of Commerce. The 
Attorney General has refused to vive us a decision as to whether it is o1 
not. The question Is quite involved. 

Mr. Weicue.. I mean a contract, a piece of paper signed saying 
they are going to pay so much money. rhey have not refused to pay ; 
have they ¢ 

Admiral Cocnrane. No; they have performed their part up to now. 

Mr. Weicuen. They have performed their part of it 

Admiral CocHRraNne. Yes, sir. 

Mr. Weicuer. Then all you have to do on that is carry out what 
the piece of paper says; is that right ? 

Admiral Cocurane. That is the view which I have personally held. 

Mr. Weicuet. Is there any superduper over somebody else as to 
whether the contract is good or bad outside of the courts / 

Admiral Coc HRANE, The General Accounting Office believes it ha 
those powers, sir. 

Mr. Wetcuenr. I mean the General Accounting Office, t going to 


c1e some body Oo}! what / Wh if dio Ti sy 7 Ars t | ey foOIng to sue 
somebody abe tC carrying it out top \ 4 Have they tried to sto} 
Vou 

Admiral Cocuranr. It is a 40-page lett 

\ , } ] & ; 

Mr. Werk HEL. | mean have they tiled al i court to stop 
vou fro } Urry neg out the contract ¢ 

7 


\dmiral Cocnrane. No, sir. 
Mr. Wetcnuen. Has anybody else filed a suit to stop you from carry 


ine it ou; 


\ 
Mr. Wet 


HEL. | if there nothine to fon von Tro ‘ irrving oO 
the contra t! 


len;isthere? Oristhere’ Isanything filed against ye 
to stop vou Trom carrying 
Admiral COCHRANE. \ of the moment, th re 1S no leg | actiol {« 
revent us carrying It out. 
Mr. Weicuex. That is all the answer I want. then. There is no 
action against vou to keep you from carrying it ou 
Admiral Cocurane. Here is just one sentence. This is a long letter 
dated the 27th of May [reading]: 


U1 


Thus, it is th 


} it e decision of this office or the legal issue of whethe r the subiect 
contract is valid and binding will be entitled to conclusive force and effect insofar 
e branch of the Government is concerned under the provision of 


as the exe t1y 


the law cited 
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This is the Comptroll r General’s view 


f Mr. Weicnen. You have not been sued ¢ 
4 (dmiral CocHRANE. Beg pard , 
l Mer. WeicueLt. You have not beet ail tn vie was to wits vou tx 
rying out the contract ¢ , 
\.imiral Cocurane. No, sir; but a » ‘neenst of th ne 
i very serious threat to the company in accepting deliv e the 
rm p that, with such a de ion as tl ’ ( G 
rection which he can take which creates— 


Adn | Cocurane. If he determines that t ompal ol 


. \ ral CocuHrane. That ( of ‘ 
Ing : 
iV: Ss lit mini part cular case 
-* But —ii! | | \\ \ ae) | } not Th , ra te te ; f 1S 
te the procedures which the General Account oe Office would foll 
Ow. ba ; 0 
ie mt ire Ont rit understanaings. 
Mr. Wer HEL. a In View of the fact t]| il Vou re in pressed | \ 
t. about. the contract, you say you have a piece of paper w! ch they 


hs 
nat , , ’ e , :, 
rreed to do something and they have not refused to do It and ho 


is hled a suit aca SI you to stop you from do ngit. Sow Vare vou 


{ oa to be anon. ne oman ae the cont it. or What Is 
O ' ‘ . — , 

Admiral Cocnrane. I am presently chairman of the Board, Mat 
‘ “at ie soya Pe a le an Admu strator job since it 


the handl ng of aw contract made on subsidies, and subject to the pe 


murdance al d lirection of t] e ssecretary ot Commerce, \ » | kKewise 
to ae . * ; 

sa member of the ¢ abinet of the Pres dent of t ie | ted States. | S 
_— ius become 2 matter of very great concern. 


top ; - ' : 
Vie. Weicuev. Has it become a matter of policy of the binet. too, 


: . 
her the Government will carry out a paper writing oO} 
(,overnment Is bound to do something and on \ ( ommend f 
bY) . “— . . a 
i ound to do something. Isthat ment / 
Ach 1] Cocurane. I think that is right int ise: Vi 
Mr. Wetcuen. So what happen »tha f Cal 
? . 
1 | 1] mentite t here } ité => 
Admiral Coenraner. May Tt add a )) it vein. Mr. We e] 
it if oO has to re OY the othe party 1 ce tract 
] ’ | 
is certain pl blems ontront a ! net ft Ole 
( ona Vv expect in rease oft ort ft r 0 1 il 
ontract he ought to be p | 
t ‘ y 
Mi Vy rl | if i | ! i jaw. oT 1 ( 
: 
i ted| state 
we \d 1] Cocurane. That is correct. 
. rm ] 1f + 
Mer. Wricuen. The same as any other ind lua If two private 


ndividuals enter into a contract. the answer is the court, 1f either party 
oes not perform. And this would be the same w: iy, I presume. 
ject \dmiral Cocurane. I believe that is the case, sir. 


| of 
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Mir. Weicuel Yes. And then as to iether he cet nto court fo 
either party 1 matter of poliev. of Cabinet policv, because you ¢ 
not ina cre policy j 

Admiral Cocunranr. That 1s correct. 

Mr. Wricueu. Now, with reference t he other contracts. vou sala 
they contract lf am talking about a piece of paper that the America 
export sioned and the Governme | | 
American Export had to do certain t os 

\dm ral ¢ OCHTIRANE.,. That correct, 

Mir. Wreicner, And the Government to do cel nthings. Now, 
there was ich a paper writ no ¢é 
Admiral Cocn aie \ 

Mr. Weicuexn. Yes: there was one constituted 

Admiral Cocurane. That 1s correct. 

Nir. WreICHEL. And the s! ps were | t ¢ Chie i | tL pat 
writing ¢ 
(dmiral Cocuraner. That is corre 
Mr. Weicuen. And they were delivered ? 

Admiral Cocurane. Before the delivery of the 

Mr. Weicue! [ say. thev were cel vel d. though, were they not? 
Admiral Cocuranr. Yes, but ) 

Mr. Weicrren. Tsay they were ‘ 

Admiral Cocnrane. Yes: but before delivery 

Mr. Wi ICHEL, I want to vet that down. first. They have been cle 


/ 


livered 


Adm ral ( « HRANE. Yes : hot 1 of the 
Mr. Wetcuevt. When were they delivered 7 
Adm I il ¢ OCHIRANE., Thi fit ee Ja y ot 19% 1 1 thr ( ond one 


1 a De, | he] eve, 
Mr. Weicnuex. All right. go ahead. 
Adn ral { OCHRANE. What | Varn { sa | [ the time of de 


paper of Ja ( 
Ir. Weicuen. 11 lid e Attor 
? \ (yene} | | { | w, l - \ : re 
\ ill ( ocuil NE. Ni tt ! L prey { tera] 
in aim is To ¢ ract 


\ ,no, no: ther ) 
Admiral Cocurane. With considerat nO} ot Ae 
Mr. Weicuen. There nothing to prevent anything. But I say, 
k the Attorney General when you had that contract whether 
you should change it from a legal standpoint ? 
(dmiral Cocuraner. No, sir: not to my knowledg 
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\dmiral Cocuranr. Forty-odd. 
Mr. Wetcuen. Forty ? 

\dmiral Cocurane. Yes, sir. 

Mr. Weitcuen. And t! 


the three members of tl 


trnere are three a mbet of the B yard, il] | 
ie Board. it never occurred to them and never 
occurred to the 40 lawyers that when you had a contract as to whether 
Vou should change the lewal part ot t, you hould ask the Attorney 
General of the United States? 

Admiral Cocnrane. The changes that were made, Mr. Weichel, 
were not such a to have raised any question as to ther egality. 
There came out of it very—— 

Mr. Wetcuexn. I did not ask that. Read the qu Ol 

(The rec rad Wa read hy the report a 

Admiral Cocnrane. It did not o 

Mr. Weitcue.. So then at this point, what did vour Board do in 
that, and the 40 lawyers that were advising vou? Did vou proceed ? 
What did you do then with re ference toa tract Lh “I ind executed 


sto what each one should do ? 
Admiral Cocurane. It was proposed and the company accepted a 
redetermination of the sales price. It was entet d to e origi al 


] > ] 
the Board. 


\ 
Mr. W EICHEL. In other words, vou were Going to hange the ori 


contract that had been made | 


ginal 
contract ¢ 

Admiral Cocnraner. That is correct, sir. 

Mr. Wreicnen. And what did you do with reference to changing 
the original contract? Did you enter into another paper writing and 
both sides sioned 2 

Admiral Cocuranr. No. That determination was to be bilateral, 
but with a review by the company, and likewise they reserved to them- 
selves the right to accept or reject this redetermined price. In the 
event they decided to accept lt. We proceeded is would h ive been the 
case before with a different contract price. if they rejected it, the 
agreement was that the operation of the ship would be considered 


as to have been under charter. That is. they would pay us charter 
hire based On the hew price, the rate of wh ec} = est ib] shed by law, 
ana that they would return the vessels to the U ited States upon the 
complet! mn of the next uccee ling vovagve ifter t| e had rel dered 


their decision. 
Mr. Weritcnen. You had an existing paper writing. Now, you 


changed that? 


Adi ral Cor HRANE, Let lr add to that. t] it they agreed to olve 


us half of any profits they might have gained the operation of the 
hips under ¢] irtel 

Mr. Wericnev. You changed the original contract by an amend- 
me { by ) ew contract. Did both des on that! 


Admiral Cocurane. Both sides did, sir. 
Mr. Wetcnexr. Will you submit here for the record that amendment 
vou put on the contract. a COPY, SO We Cal isk SOMmMe q IONS about it 


} / 


later 
Admiral Cocuranr. Well, it was—yes, sir; we will give you that. 
I believe it is alre acy on file with the committee. 
Mr. Weitcuen. I mean I would like to have a copy of it myself to 
look at. I think maybe the rest of the members of the committee 
would. too. 
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Admiral Cocuranr. Allright. 

Mr. Sueviey. We have it. 

Mr. Weicuet. So after you had the contract you entered into an- 
other one amending the original contract 4 

Admiral CocHRANE. That is correct, sir. 

Mr. Weitcnex. And without any advice at all from the Attorney 
General of the United States about the legality of it. So that the 
terms of the amendment provided for a redetermination as to how 
much money American Export would pay ¢ 

Admiral CocHRANE. That is correct, sir. 

Mr. Weicnet. And that amendment also provided that after you 
reviewed it and redetermined it, they did not have to take what the 
redeterm nation was é 

(dmiral Cocurane. They had the right to reject. 

Mr. WeicHe.. Yes. 

Admiral Cocurane. That is correct, sir. 

Mr. Wetcnen. In other words, you changed a contract that was in 
existence and which bound everybody to where they had a right to 
say, “Heads we win and tails the Government lose 5.” 

In other words, it did not mean anything. The contract meant 
nothing. It just neutralized the whole contract. The thing you did 
afterward just neutralized it, because all they had to say was they 
take it or do not take it. That is what it amounted to, did it not? 

Admiral Cocuranr. That was the final result, that is right. 

Mr. Werenen. That is right, it was the final result. 

Admiral CocHrane. Yes. 

Mr. Weicner. So after you entered into that second paper writing, 
then did the Board do this, or the Commission do this now? I mean 
you got two agencies. 

Admiral Cocnrane. The Board—— 

Mr. Weicnen. I mean you got two set-ups down there. Two set-ups. 
You are Chairman of both of them, are you hot 4 

Admiral Cocurane. Well—- 

Mr. Weicnen. I mean once you are the Chairman of one thing an 
Oo! e you are the Chairman of something else Now which part f th 
two-headed thing entered into this? 

A\dmiral Cocnraner. Federal Maritime Board 

Mh Wi ICHEL. Fede i] Man itime B vara 4 

\dmiral Cocurane. That is correct. 

Mr. Weicenexn. And what isthe name of the other one 4 

Admiral Cocuranr. Maritime Administration. 

Mr. Wercnen. You are the Chairman of both of them ? 

Admiral Cocuranr. Well. the Chairman of the Board is ex officio 
Maritime Administrator. 

Mr. Weicnen. Well, you are the boss of both things ¢ 

Admiral Coctrranr. That is correct. 

Mr. Weritcnen. Yes: that is right. So which one of these entered 
this first a cd econd agreement the Federal Man time B yard of vi 
you are Chairman ¢ 

(dmiral Cocurant The Board. 

Mr. Wetcuen. The Board / 

Admiral Cocrraner. Yes. 
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Admiral Cocnrane. No. you mean 

Mr. Weicuet. I am talking now about when you proceeded to make 
the redetermination after you entered this agreement and changed 
the contract. Then the same people proceeded to go over the same 
thing again / 

Admiral Cocurane. No, sir; it was not the same people. It is an 
other group that was organized. Some of them, one or two of them 
May be common. 

Mr. Wet HEL. The same help, the same people. How many people 
were engaged in this subsidy business down there ? 

Mr. Suetiey. The Chair wants to announce that in view of the eal! 
to the floor, we Ww ill recess, To reconvene here at 2 o'clock. In the mean- 
time we will go to lunch and I will go to the floor and ask unanimous 
consent to continue the meeting of the committee while the House is in 
ession, Which has to be granted, subject then to any calls to the 
floor. 

N 


} 


ow, if we make some headway then, the committee will determine 
whether we want to proceed this evening in an effort to try and clear 
up at least the first witness so we can move rapidly, because I am 
sure I do not have to emphasize that time isa very important factor 
if any record is to be completed so that the committee can study it 
and see if there is any answer on the problem referred to. 

(At 12:34 p. m., the hearing was recessed to reconvene at 2 p. m. 
of the same day. ) 
\FTERNOON SESSION 


Mr. Suevtey. The meeti Nha of the subcommittee will resume. The 
committee will be in order. 


STATEMENT OF VICE ADM. E. L. COCHRANE—Resumed 


Mr. Wercuen. Following the discussion that the Maritime Board 
entered into another paper writing with American Kxport in Which 
both parties agreed with reference to the former contract to redeter 
mine that American Export would accept the redetermination if they 
saw fit, you proceeded to a redetermination. How m in people did 
you have, roughly, in this construction sub idly department 4 Just 
roughly how mans people die hie 

Admiral Cocurane. Nine, sir. 

Mr. Weicnen. Nine? 

Admiral Cocurane. Yes, sir. 

Mr. Weitcuen. There were nine there when you came, about nine / 

Admiral Cocurane. Seven or eight when I first started. 

Mr. Wetcnuen. Seven or eight ? 

Admiral Cocuranr. Approximately, yes, sir. 

Mr. Weicuen. Previous to your coming, is that the same number 
that had been there since 1936 4 

Admiral Cocurane. There has been a reorganization in this par 
ticular function as part of the reorganization of the old Maritime 
Commission. 

Mr. Wi ICHEL. Anvhow there had beet eight or hine people in it 


/ 


1 
Vou thave nthnere 


from 1936 to 1950 when you came / 
Admiral CocHraNe. lt Is ity understanding, Mr. Weichel and this 
is not direct testimony because I was not here—that during the nego 
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tiations in 1947, 1948 and 1949, much of this was handled in the divi- 

sion of engineering, or Bureau of Engineering, I think t was called. 
Mr. Weicuen. ‘Then you had the so called subsidy staif and you had 

another division of engineering. In other words you had 50 or 4 


people engaged in this sort of thing from 1954 to 1950. [ mean eng 
neering and everything Just In the construction subs ly. 


Admiral Cocurane. I cannot answer positively as to just how that 
was organized, 

Mr. Wetcuewu. I mean there were about 40 person { 

\dmiral Cocurane. There were a number of people who had to ce 

th thus. 

Mr. Weicuer. This is what I mean: There were about 40 people, 40 





or more, out of your whole staff engaged in this construction subsidy 
business 

Admiral Cocurane. Well, in the past 2 years the people on thi 
construction side have not been involved in tl! except they wert 


isked to furnish technical information. 

Mr. Wetcuet. I am saying from 1956 they had maybe 40, 50, 60, o1 
(0 engaged in it. 

Admiral COCHRANE. I would not believe so, sir. 

Mr. Weicuer. What ¢ 


Admiral Cocurane. During the war period I think most of this 


sort of thing was suspended and they were busy on other things. 

Mr. WerIcHEL. Anyhow there has only been these three ships. That 
is all there has been in it, and all of these people were engaged in it. 
| (COCHRANE. ‘| hey have had Mian of the thn vs to do. Mr. 


\dmira 
Wer hn connection Ww th the betterment programs working oO thre 
ships postwar. 

Mr. Wercuen. I am talkine about the subsidy business. 

Admiral COCHRANE. Subsidy was involved in thos 

Mr. Werenren. That is the important thing if you are going to 

termine how much you are going to pay, but vou ic ill these 
peo} le, and that seems to me the most lmportal thir GO You say they 
ere not doing that. 

Ldmiral (‘OCHRANI They were dome that rt of work CO! 

ction with the refitt ng ol the sh ps that were used du ne the wat 
ind which were sold back. 

Mr. Weicuen.. But I mean when you went ontra vhe) 

started negotiating on this business. These are the only three 


Now, were they experienced people that had been there for a lor or 


time that figured these other subsidies on the other ships built under 


- ibs lies ¢ 

Admiral CocHRANE. Some of t em did, I b lieve: l { ill of then 

Mr. Wetcuent. Some of them ? 

Admiral Cocurane. Yes: the man in charge of that nm , new 
and in the administration. 

Ir. Wercne.. How long had he worked in it ? 

Admiral Cocnrane. He had experience in estimating for shipbuild 
ng in the industry before he came to the Maritime Comm on. 

Mr. Wericner. I mean all these other people that worked in his 


division of construction subsidy. had thev ever had experience before ? 


\ m ral ¢ OCHRANE, Some of them had before. 


! 
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Mr. Sueviey. As a matter of fact, Admiral, you were not there 
at the time, were you? 

Admiral Cocurane. That is right. 

Mr. Wetcuen. This is the only place you can ask. This is the mar 
at the head of it. Evidently there were 30 or 40 people used to deter 
mine on these three ships; were there not ? 

Admiral Cocurant. I would not think as many as that would have 
been involved. 

Mr. WercHe.. Not that many / 

Admiral Cocurane. That is correct. 

Mr. Wercue.. I am talking now about the whole staff, not any par 
ticular division. 

Admiral Cocurane. I understand that. 

Mr. Wi ICHEL, All the employees down there. 

Admiral CocHrane. Yes. 

Mr. Weicuen. If there were 20 of them, how many of the 20 did 
you use that were on the complete staff that helped to determine it 
before ? 

Admiral Cocnrane. I have not verified how many of them. 

Mr. Weicue.. Well, just roughly. 

Admiral Cocurane. I would not say more than four or five of the 
old group. 

Mr. Wetcuen. Four or five? 

Admiral Cocuraner. That is right. 

Mr. Weicue.. So the people that had the experience of going on 
before, you only used four or five and then hired somebody new. Is 
that it / 

Admiral Cocurane. Some new ones. In response to criticism—— 

Mr. Wetcuet. I am not talking about that. I am asking a simple 
question as to how many people. That is all. This other business 
of explanation—I am just asking how many people. ‘That is all. 

So then you hired somebody new to make a determination, and fou 
or five of the people that you had there in the office: is that it ¢ 

Admiral Cocuraner. I think that covers it quite clearly. 

Mr. Weicner. That is all I am trying to find out. And then thes 
new people arrived at a new kind of a figure ¢ 

Admiral Cocurane. That is correct. 

Mr. Wi ICHEL. Which the Board adopted ¢ 

Admiral CocHrane. Yes, sir. 

Mir. WeicneLt. Now, the people that were there before that had all 
this experience over a period of years, Since the adoption of th 
act, with reference to their use and hiring somebody new, was not the 
information available to the Board before without hiring anybody 
new, or did they not know what to do 

Admiral Cocnrane. There had been a great deal of criticism 
of what had been done, and my predecessor, Mr. Koehler, I think, 
shared that view, thought it was desirable to have some new thought 
brought to bear on the problem. 

Mr. Weicuet. Well, with reference to hiring the people that were 
there before, there is just one or two things: Either they did not know 
what they were doing, or they did not carry out what they were sup 
posed to do in getting the facts. Is that it? 
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Admiral €C HRANE. NO: in part this was the result of de 
foat wel made by the old (commission, basic cle IslOns, and sf e 
the result of decisions which the Federal Maritime Board made. 
Mr. Weicuen. I am talking about the people who actually did e 
Ik The idea was to get the « { a te ig \ i { il 


\] Wricul Now Thre peopt There i tO] ( ‘ 
lo or they did not let them do it or 1 
f 1 rel Now I ne ott P| ) 


1 
| ( nvolved I what the pi noure ( ! ! 
{ } ] 
ether the ps should it i VO} 
y f ernie t to (1é | pial ! un 
I 
DD. 
| \ ; 
Nir \ kitiil Yi ( ) 1iter fT ( é T t> 
enl \ mel i { vo } Ff peo { no Cit ed L < erent 


ferpretation on 1t é 

(\dmiral Cocurane. The Maritime Commission in dealing with 
this problem in 1948-49 took a view that it was intended to be sh ps 
commercially equivalent. 

Mr. Weiciuen.. I mean after the law had been in effect from 1936 
to 194s, fter there had been a number of ships built under the law 
before you. the Maritime Commission then decided to nterpret it 


\dmiral Cocurane. That is my understanding 

Mr. Weitcnen. That is your understanding. And ' t way 
vere they determining it differently ¢ 

\dmiral Cocurane. By assuming that it meant that the ships that 
were to be estimated on were the Kuropean equi ilent of the Ame) ‘an 
hip which has a substantially different level of safety requirements, 


construction requirements, even sanitary arrangements and so on, 


cre ws’ b rthing and So on. 


Mr. Weicuet. All right. 

Admiral Cocnrane. That they decided to put in this block of 

ps. The record is somewhat involved as to the earlier terpreta 
tions, and there was only one ship I think that fun hed a good prior 


xamp . and that was the America. 

Mr. Weicuen. That is with reference to costs, I mean. not what 
went into the ship. The difficulty with refere) to the « , not 

to what went in. 

\dmiral Cocuranr. Oh, no. If the ship were an elaborate ship 
intended to meet the American requirements of the Coast Guard and 


Mr. Wetcruren. What I am talking about is t : It with refer 
‘nee to cost. The difficulty here is estimating the cost. In othe 
words, Whatever the American law requires with reference to safety 
vy the Coast Guard, that is not with reference to elaborate. but with 


rete! ] eto constructiol of the shin. not this « morare 
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\dmiral Cocurane. That is correct. 
Mr. Wetcuen. So the 
any difference. What 
(dmiral Cocurane. It 
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IS right. 
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made a dif 
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since 1936. any 
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at sea 
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Mr. Weicne.. Twenty percent ? 

Admiral CocHraNne. Yes. 

Mr. Wercuet. And who determines what is national defense? | 
mean is that a very complicated subject as to what is national defenss 
that it amounts to 20 percent ¢ Is there that much difference of 


opinion / 


Admiral CocHRANE. In this « we there wa ! bstant il differe: e 
of opinion, and tw is composed of a number of ems— 

Mr. Wetcuet. No. Between who is the differ of opinion as to 
what Is nat nal cle fense ¢ Between whom 7 


Admiral CocuHrane. Between the old Marit 
General Accounting Office. 

Mr. Wetcneu. And the what ? 

Admiral Cocurane. The General Accounting Office. 

Mr. Wricuer. What was the difference of opinion ? 

Admiral Cocurane. As to whether—— 

Mr. Weicuet, Between the present Maritime Board and the Navy 
| al 


it is national defense. Could they not agree what Is national] 


asto w 
defense ? 

Admiral Cov HRANFE, The Board d cided t} if one item that has been 
allowed DY the old Commission, wh Cli was to increase the third class 


> \V 


passenger accommodations, and was viewed at that time, appare ntly, 
as a military asset increasing the ship’s troop capacity, was in fact of 
such commerce al value that it shor ld lave been cre ited us commercial 
rather than national defense. 

Mr. Wek HEL, Who e advice do s the Board take as to what is na- 
tional defense features / 

Admiral Cocurane, The Navy Department. 

Mr. Wertcuet. What ? 

Admiral Cocnranr. The Navy Department. 

Mr. Wetcuen.. Did the Navy Department advise that the third-class 
accommodations were a national defense item ? 

Admiral Cocurane. Originally they did. 

Mr. WEICHEL. They cid ¢ 

(dmiral Cocuranr. Yes, sir. 

Mr. WEICHEL. So how much of an item did t] 1 wmNnount to! Does 
that amount to 10 percent of this 20? 

Admiral Cocnrane. Rough! 

Mr. Wer HFL. That is not 10 pel ent. But that 5 A hy oY” item 


v BSD OOM) cir 
\ e e ° 


UUSINeSS £ 


Admiral Cocuranr. Yes, sir. 
Mr. Wercnen, What else did the Navy say was national defense 


that was used ? 
; , vo i : 
Admiral CocuHrane. The other items, I think all of them. were 
accepted by the Board in its review. One of them was an increase in 
i 


speed built into the ship. 
Mr. Wetcuen.. The Board took the Navy’s advice as to what is na- 
tional defense on those two items ? . 
Admiral CocHrane. That is right. 
Mr. Weicnet. Speed and third class? 
Admiral Cocnrank. Another item originally allowed by the 


Board— - 
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Mr. Wricuet. Who brought about that position? The Maritime 


Board brough bout that DoOsItion 


na- ] 
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send \dmiral Cocurane. The Board d to have further data to justify 
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over all we had. 

| Mr. Weicue.. You went over all vow had. Then did yv ro Ove! 

the tava within the next 30 days after that / 
Admiral Cocuraner. Not in detail. 
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Admiral CocHRANE. That is right. That held all of the old rights 
kept the old contract in full effect if no increase in price had resulted, 
or if the comp ny accepted whatever price was set up, and the only 
change involyed—— 

Mr. Weicnen. If the company accepted it. That is the whole story 
They did not have to accept anything. How could you have all the 
rights you had before ? 

Admiral CocrraNnr. I say, if that had evolved, if the price had not 
been changed, which might have happened. We were not sure. I pe. 
sonally was not sure what was going to happen when this review was 
undertaken. 

Mr. Wetcuer. The company was certainly smart enough to know o 
that. They left it open that they were not going to have to take it. 
So you did not keep the rights you had. 

Admiral Cocuraner. Except in this one regard: We had a right to 
k a higher price; they had the right to refuse. 

Mr. Weicuet. How much higher could you as! 

Admiral Cocurane. No limit was set. 

Mr. Wetcuen. What ¢ 

Admiral Cocuraner. No limit was set and the figure finally carried 
out amounted toa »0-percent increase. 

Mr. Weicuer. Well, then, you opened up the contract, vitiated the 
contract as you felt that the White House ordered. It that the reason /’ 

Admiral Cocurane. They directed us to review this thing. 

Mr. Wi ICHEL. That is all they said—rev lew it ¢ 

Admiral Cocurane. That is right, and also-—— 

Mr. Weicuet. Did you have to vitiate the contract to review? You 
could review without that. could you not? 

Admiral Cocuranr. We were also ordered to take no action which 
would jeopardize any rights that the Government had. 

Mr. Weicnen. You can review the whole thing just like you have 
done without changing the contract. Why did you change the con 
tract to review 1t 4 


] 
as 


Admiral Cocnrane. Only so that we could have soine lever to assur‘ 
acceptance 01 rejection of the pri e when it was determined. 

Mr. Wetcuen. Why. vou left it wide open. Thev did not have to 
accept it. You could have made all the review wit!out changing the 
contract All you did was 1 ( ( x If vin wil 
Ace yt what e ado ' 1 did t ( f cl for you 
te lo that ; 


Admiral Cocuranr. No. 

Mr. Wercuen. Did the General Accounting Office order vou t 
change the contract? If they did, they did not have any right to. 

Admiral CocHrant And they did not do that. Thev recom 
mended it be done. ; 

Mr. Wi ICHEL. They ordered you to change vour contract ¢ 

Admiral Cocurane. No: that if should be re lewed 

Mr. Weicneu. Yes. 

Admiral Cocrraner. With a view to limiting or preventing undue 
drain on the Treasury. . 

Mr. Weitcnen. But you can review the whole thing without chang 


ing the contract, 





Admiral Cocuraner. Somewhere vou had to arrive at a LoTee- 
|. ment as to what was golng to happen nthe review 


Mr. Weicuen. Youec 


anged the contract before you did the review 


Ing é I never heard of that sort of thing. I was wondering 
t | the Board did tha The White H not , 
* " . 
P oT t. did they é 


] i to be delivered. 


ot Mr. Wreicunen. Sure. I understand it w ( delive . but 
vou were volng to review it. with no ord fro} ody. « ody 
As ould eive vou anv orders to Oo rat ¢ ne l I ] 
rs So the cl e ott wy I> rd | M ( V- 
a a t rt is nve | ( I 


| ( t fay t! ( ract | I t i 
\dmiral Cocnran I am not 
Mr. Wricnen. If yo ere g 9 Chany t t 
f { g and come to the ] t where ye re here, it Would seem 
d to have been well to get some advice from somebody before as to cha y 
no th contract, before you do the reviey ’ “rf n 
1e ‘ 


we are here today then, It it not? 


1? eran atin ae a ve 

\dmiral Cocurane. I think that is correct. 

Mr. Weicuevt. Well, I mean is this to change something that hap 
pened in the past, or is this more legislation that 4 ive to tell 
everybody the ABC’s as to what to do dor there. to lift 

‘ entoputitdown? Isthat what t for? 

. \\ t lam try ng to vet atl In othnel ore hie 

h ist to do the nph kind of th sho ( oe 0 wr 3 
ontract, do we have to spell all that out in s ecislati fter 16 


A miral ¢ CIIRANI N tC bpy any meal 
Mr. Weicnen. O. K.. that is all. 
mn Admiral Cocurane. I think we do need some more explicit ba on 


h to work so that when the decisions rt I 
ta * Ne . 
iccepted it their face value. 
1e Mr. Weicuen. Then do have to writ ol 


( this: “Do not sign a paper unles vou submit it tot \ttorne 
General, until he lets you know whether it egal” they 
\\ enouch to do t] if 
Lnd must we say. “Do not inge a contract after it In existence 
| you turn it over to the Attorney General. Do not change a 
mtract until the review is made”? Do we have to write in that kind 
Ol little, simple detail that people o1 UNArily do in busines ? 
Admiral Cocuranr. I am quite sure 
Mr. Wricuet. Do you think we have to write all that in? 


\ ral Cocnrane. I am quite sure we do : 
Mr. Suettey. The committee will take a short recess. so the reporter 
relax hi hands. He has been FOIND rapidly 1Or Do I nutes and 


ie e will rest me with Admiral! Cochrane belatedly giv ng his for 


statement. 


(A short recess was taken.) 








Mr. Suettey. The committee will be in order. The admiral w 
}1 weed with the statement which he did not complete this morning 
Mr. Wer HEL, Mr. Chairman. | want to isk the idmiral one ques 


tion, with your permission, with reference to what he said about 


Mr. Sueciey. I would rather vo ould d it until vou eet t] 
statement in the record 


Mr. Weicuer.. He just told me that he did send a letter that 


coiing up here. 


wanted to come up. Is that correct ¢ 
Admiral Cocnranr. I would like to amend 
Mr. Wetcuext. You said you wanted to coi » and tell t Col 
mittee / 
Admiral Cocuranr. That is 1 
Mr. Surtitey. Do you want to add something ? 
Admiral Cocurane. If I may. to correct the record, and I refer t 


the fact that inder April 21, 1952, we did address a letter to the chan 
man of the full committee referring to the provien which has arise) 
this cnuse al cl which we il memned would be aiscussed in connectiol 


] 


with the long range bill. It was our desire it be considered. And the 
probl m which stemmed out of this one presented a very ditt ult prob 
lem for us whi h involves a legislative problem. ()f course, | per 
sonally was quite prepared, would have been very glad to come up and 
cuscuss with the committee anv time since this « volved. But we did 
QO] Ap! il 21, 1952, presel t the problem and did indicate we would like 
to have it discussed in connection with the long-range bill, and |] 
think it was out of that this committee, this s ommittee has beer 
orgal zed, 

Mr. Suetitey. Proceed, Admiral. 

Admiral Cocurane. Mr. Chairman, it has been some time since Mi 


Nash presented the problem of national defense urgency which was 
the background, and I would like to pick up this prepared state 
ment, with vour permission, of which vo ve draft before vo 
‘T Cart <0] ( ter] nent yn whic ive ¢ ] 
Throughout our further discussion of the spect problems no 
presented by the Export ships the background of national defenss 
urevene \ should not be lost to view eit] +. Ou? t lye passage of t rie 
wr be ise of the Comptroller Genera of the resulting sales 
contracts Qh ito! il dete ( it passive ft a i people | 
prone wish lly to assume Ww Cl il ‘ { tely Liye 
It was and is part ularly in the « of t eal and tangib 
e OT Hippo LIC e 
Phe erises of the Berlin airlift, the threat of Communist coun d'etat 


l} Wester Kurope appeal to have pa ed, But thev have heen s 
Cer led D\ the CTISIS OT Kore \ | think Wwwstry 
of South Korea precipitated world war IIT, as seemed possible, o1 


zZ Cals iftey the bu ld a eontracts oft these Two 2h ps were sivole 
{ I resight and courage of the forme Mat time Commiussio prre 
hg sucn valuable transports would have bee claimed. 


The possibil ty of immediate need for the s] p fo itional defe 
p Irposes has by no means disappeared. 

These are clearly not grounds for exceeding the authority of the 
Mere] Lyit Maun ne Act. of 19236 f that va n Tact done They ir 
however, the factors which from their records appear to have infl 


e former Maritime Comn 


tT} 
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y t of the stated policy of 


ot tl problem before them 
I believe also, Mr. Chairman, th 
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The present Board, on January 11, 1952, was faced with the require- 
| contract to cover the sale, delivery and eon 


yr i { for mak ne a rorma 
truction subsidy with respect to these two ships. It Was al ne same 
time faced with the President’s instructions that pending a review 


nol only of tine le real aspects ot the subsi ly Aw irds. but also of Tih 


“fs ] 1 
basic data, assumptions, and computations underiving the contracts, 
no “correlative action” should be taken which might jeopardize t 
that it should 


legitimate interests of the Government in the event 
he decided. after this review. that the terms of sale should be r 


evotiated. 


sinee, at th early date of its xistence, the present Maritin 

} . ' 1 y 2 " , 
Board had had no opportunity to comnpiete the review referred to p 
the President, it was considered desu elu t in the formal] 


act. 
The Board’s review of the kixport S ibsidly contract 1] cluded, Oo} 
nirse, our determinatiol in our b St yudement ¢ f the natiol al ce fen { 


ee 
illow; ces wh in we believe hol | i ha » beer mace pete our estimat 
ot rorelen co} ruction cost of the t ) } 

Qur conclusions were based on such evidence of foreign ship con 
struction Costs as we wo ld be able to get. H ywever, from the presen 
tariol of the evidence before the Board, t seemed cleat to me personal 
ly that the best data ava lable to our statf could not be considered suf 
ficiently complete in scope. nor sufficiently precise in values, to be a 


itisty ne basis for a decision of the Iniportance of the one whi a 
hineed Uupor the result oft such evidence. 
The result of our redetermination is a price for the ships, and ex 


elu ve natio) | defe e features, ots 8S O70. a ] laid ne escalation. 
bt : biect to final audit. This mak s A difference of SO] iewhat over 


$10 million in the price of the two ships to Export. When Export 

“il that the vessel sales prices might be reviewed and redetermined., 
it retained the right to accept or reject the vessels at the price as if 
might be determined by the Board. By its letter of April 1, 1952, 
American Export Lines, Inc., after receiving the redetermined price, 


( for or rej ( I led p 
’ ‘ ) h Gov 
| e ( Prearti\ retuctan TK iccel { | rice | | 
nderstand, ba lon the e“ ( CS OTF tiie 1) It ust be rt oLnizZ 
that in addition to an immediate rea » out) of ¥ 
million dollai 20 percent OL the ! ! ( re W 
1, companying nereases mnua operat eX) l Olu 
T ipprox tely tnree-q ters ot 1! bie ic ! pre 1 veal COS I 
me u ce qaenrer TiO?! mrerest | rere ana SO Ov) 
lo permit any return on this inere 1 funds after taxes, on tl | 
add tional outlay of perhaps two ind one-] lf milli ae dollar t 
compal ould have to look to an nerease n operating revenue oO} 
perhaps a million and a quarter dolla Busine prudence require 
° { 


the company to examine the redetermined price o1 the Constitut? 
and Jind pe lence in the light of the ships’ earning « pacity. Ai 
company must do so to protect its stockholdet 

The company representatives will, 1 am sure, present their view 


of this point more completely. 
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The date for acceptance or rejection of the ships by the company 
has been extended until June 30, 1952. In my opinion the return of 
these vessels to the United States Government would be seriously 
detrimental to the national interests of the United States. And in 
the national interests of the United States I include the interests of our 
national defense, the furtherance of our foreign policy, the a notion 
of our commerce, and the de ve lopment ot i hea thy pr vate 1\ owned 
and privately operated American flag td ee Marine commensu 
rate with the position of the United States in the world today. 

If the ships should be returned, we would be faced with the al- 
ternatives which are listed in my letter of February 26, 1952 to the 
Hon. Porter Hardy, chairman of the Government Operations Sub 
committee of the House of Re presenti itives. 

The altern: ti ves to which I refer are as follows: 

l. Public sale to the hishent bidder under the floor price limitations 
of section 705 of the Merchant Marine Act, 1936: namely, the redeter 
' ed ales | rice now. ‘| his price offers little prom se oT success. 
Charter under provisions of section 714 of the Merchant Marine 


Act. 1956, which n rakes charter rate a perce] tage of the estimated 
for on cal truction cost. This would have the dis idval fave of le i\ 
ing ownership in the United States. 

a Ur r ati ion under gener: al age ney agreement for Government ac- 
count and risk. Here not only ownershi » but the operations of both 
effectivels in public hands. And i identally the financial hazard 


Wot ild have to be assumed by the “Eset 

t. Enactment of legish: ition for the sale or charter at terms other 
thar es permissible sor ‘the existing law. 

>. Conversion of the vessels to troop ship service and ass onment 
to the Department of Defense. The Department of De fense has, 
nowever, il dicated no imn rediate need for the cn tl! Lie d int of t hie ' 
hips as troop ships, that is, no need which would warrant their as- 
rnment to this service at this time. 

Phe last and most undesirable of all perhaps, No. 6, is lay up of 
he vessels in their present character. 

Mr. Cl wirman, that has presented again in broad scope the picture 
to now. The prepared statement which I have from here goes 
nto a good deal of detail. 

Mr. Suentey. Proceed, Admiral. 

Admiral Co HRANE. And the Commission advised by tel fram, Just 
rior to the Con mission’s entering into the construct ion contract with 
Bethlehem. Bvy letter to Export of November 16, 1948, the Com- 
mission authorized the sale of the ships under the terms of the Aug ist 

igreement. ‘There was therefore what in our judgment wa : falls 
nding common-law contract for the sale of the ships to E een as 
of that date. 

Mr. Suetiey. Admiral, I am going to interrupt you there. I want 
uu to se wey through with your full statement be fore you submit 
O any urther questions ; but, as you re fer to each of these doc uments, 
copies of which I presume either Mr. Greene has or has given to Mr. 
Dreury. I want to interrupt for identification of the document and 
S in husion in the record. 

At t Ss point, the memorandum read into the Commission records 
will Toy included as exhibit l, and the acceptance by the Commission 


nee —_ o 
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on August 10 as exhibit 2, and then a notice of the ratification by t] 
board of directors of Export on August 11 as exhibit 3. 
Admiral Cocurane. Some of that, I think, Mr. Chairman, w 
have to come as extracts from the minutes of the old Maritime Con , 
mission, but it is all there and fully authenticated. : 
Mr. Sueviey. Those will be three separate entries, Nos. 1, 2, and 
then. | 
Admiral Cov HRANE. The ratification by the board. first, is of recor’ 


Mr. Weicuen.. Hlow are we going to identify it in here? That , 
what I want to know. I am not going to read all through this if vi 


54 | 
put the things in; they ought to be numbered in some sort of orde: 


fashion. 


Admiral Cocuraner. That is what we are doing now. 
Mr. Sueviey. They will be right at the point referred to in t! : 
rec ra. | an trying desperately to see 1f we cannot somehow rel , 


orderly record. 
\dmiral Cocuraneg. Those three are now exhibits 1,2. and 3. 
(ixhibits 1,2, and 3 areas follows:) 


MEMORAN M FOR THE UNTTED STATES MARITIME COMMISSION AND FORK THE BOa 
oF DirecTORS OF AMERICAN Export LINES, IN 

[ propose to read the following memorandum at the meeting of the Board 
Directors of American Export Lines, Inc., to be held on Tuesday afternoon A 
gust 10, 1948 In order that there should be no misunderstanding as to tl 
status of the plan under which Export would contract to build two passenge 
ships, the following statement is presented to each member of the Commissio1 
present at the meeting on August 10, 1948, and will be incorporated in the mi! 


“> et my 


utes of the Board of Directors of American Export Lines 
lL. American Export Lines would contract with the Commission and the Beth 
hem Steel Co. to build two 20,000-ton, 25-knot passenger vessels, with the a s 
ceptance of the bid of the Bethlehem Steel Co., on an adjusted price basis of $23 a 
115,000 per ship. The price to Export would be $11,956,285 per ship plus it s 
proportion of the additional price brought about by the acceleration in the « 0 
as specified in the bidding conditions In that acceleration, the cost to the MW 
on, excluding national-defense features, the cost to Export, and cost of tl a 
nutional-defense features would be subject to the same acceleration, so that 1) \ 
proportion of the final cost to Export would be the same proportion as $11,956,2s. » 
s to $23,415,000, or 51.06 percent 
These figures exclude extras, cost of bidding plans and specifications, inspe 
tion during construction and equipment supplied by the Commission or the owne 
Qin all of hese items, the cost to Export will be 5d percent of the figure, at \ 
the cost to the Commission 45 percent. I 
” In view of the fact that the Commission, through its counsel, has state 
that, from the point of view of both law and policy, it cannot or will not incluc r 
a provision for limited liability, this is not included in the present propos 
It is my understanding, however, that, if the law is changed to permit limite n 
linbilitv. [oxy rt shall have the option to 1nodify the arrangement covering thi u 
onstruction of these ships on such terms as the law makes possible and the Cor s 
mission will permit Furthermore, if for any reason, without a change in tl 
law, the Commission modifies its policy and permits limited liability to othe 
American carriers building passenger ships, Export shall have the option 
a similar arrangement equally favorable to it 
3. It is agreed between Export and the Commission that the present contrac 
shall be terminated as of December 31, 1947, and that a new contract of 18 yea 
shall be executed, including cargo ships, Aces, and the new passenger ships. Su 
contract shall inelude a requirement for a building pregram to replace su A 
ships as will become 20 years old during the period of this contract, so that th 
ships built as replacements will be in service by the time the ships be 
rep! iced are 2O vears old 
t. It is understood that Export withdraw its request for action at this tir ] 
on supplement No. 2 to General Order No 41 Export would be willing to h 
placed in the new proposed contract the ultimate action of the Com ion O1 


I 





point, pro ded that it is understood that s position on the preset! I ol 
pple No. 2 to General Order No. 3 s in strong opposition nad ti expo! 
shall be free to continue the oppositio ntil the ite nd ns ‘ 
and | irther pre Vi ed that such action A, the Col Ihission i ‘ Li eh ALO'D 
hearing during whi the industry shall | ef yportunl to present the 
reasons for its opposition 
{It is further understood tl he det 1 i} emp er 
ne ( died Ly lux po tS conti t. shall be is Vorable ‘ 
mmpanie e industry 
Ios t understands tl respons if resp ( 
of dends shall be similar to those specified existil 
6. Whi Ss impossible tf he Research D ion st e ( 
t this t the amounts or percentage pera ( ay 
be ir ded in if perating-differential subsid ere ‘ f - 
he \ces the p SO] I | tf neve! eles al ! 
( on has been reaflirmed th ( r pe ¢ 
diff I payme! reterred s bsid é ! 
! the d erating ( \ 
I ‘ FROM MIN sora M I 
\i ( {Is . 
( f } i ! ed p | Aug ! 
sp meetil 
Messrs. Slater, Curtin and Pennypacker entered the meeting at 12 1 
Discussion of statement re construction of trro e830) , g i» ) 
/ port Lines Tine , and rdjustment of thie ‘ matt i ( I 
informed Mr. Slater of the Commission’s action as stated abov« esp t 
the operating subsidy contract for the American Export | Mr. Slate 
formed the Commission that, in anticipation of its acti he had prepared 
statement which he ould complete b nserting t date of ID ( 7 
as he ‘ 7 nm of the presel cont } nd t his ] } 
s eme! th ting of } Board of Direct to be ! 
of Aug 10, 1948, and requested that 7 ‘ 
permit ead the s ‘ : 
tlons as agreed upon with resp t é ( | I 
VeSSt nad the jJustment « other 1 titers thie | ‘ \I 
sinter I d the f OWLS Slite Cl 
t) ‘ 1 té nt ‘ if ‘ } ‘ ‘ 
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formal meeting of the Commission on Tuesday morning, August 10, in Washington 
in the same form and without qualifications. 
H. M. GrLesPir, Secretary. 

Admiral Cocurane. On July 11, 1949, the Comptroller General 
severely criticized these subsidy determinations and the allowances 
for national defense features and the contracts entered into on the 
basis of this action of the former Maritime Commission. The gist 
of criticism was that foreign-cost estimate was not based on “con- 
vineing evidence” and that to a considerable extent national defense 
allowances were made for features which he considered to be com- 
mercial features sought by Export for commercial reasons. 

Mr. Sueiiey. At this point in the record the criticism of the Comp- 
troller General will be shown as exhibit No. 4. 

Admiral Cocurane. There is a letter of November 22, which ought 
to be No. 4, and this will be No. 5. 

Mr. Sueviey. That is right. 

(Exhibit 4 follows. Exhibit 5 is appendiv 1 of exhibit 6.) 

WASHINGTON, D. C., November 22, 1948. 
AMERICAN Export LINES, INC., 
25 Broadway, New York, N. Y. 

GENTLEMEN: At its meeting on November 
following formal action on the application of American Export Lines, Inc., under 
section 501 (a) of the Merchant Marine Act, 1936, as amended, for a construc- 


tion-differential subsidy to aid in the construction of two P3-S2-DL2 design 


16, 1948, the Commission took the 


combination passenger-cargo vessels, M. C. hulls 2912 and 2915: 

I. Found under section 501 (a) of the act that (1) the service proposed to 
American Export Lines, Inc.—New York, Naples, Genoa, and 
to meet foreign- 
States ; 


be operated by 
return—requires new vessels of modern and economical design 
flag competition and to promote the foreign commerce of the United 
(2) the vessels proposed to be constructed, when completed according to plans 
and specifications as modified, will meet the needs of the applicant’s service and 
the requirements of commerce; (3) applicant posseses the ability, experience, 
financial resources, and other qualifications necessary to enable it to operate and 
maintain the proposed new vessels in said service and to maintain and continue 
adequate service on said route, including replacement of worn-out or obsolete 
tonnage with new and modern ships; and (4) the granting of the aid applied 
for is reasonably calculated to carry out effectively the purposes and policy of 


the act. 

Il. Found and determined under section 502 (b) of the act that, upon the basis 
of present conditions, the Netherlands is a foreign shipbuilding center deemed 
by the Commission to furnish a fair and representative example for the deter- 
mination of the estimated current foreign cost of the construction of the two 
P3-S2-DL2 type vessels, and that the amount of the reduction in selling price 
(termed the “construction-differential subsidy”) of each of the new vessels to 
be built does not exceed the excess of the final cost of each vessel to the 
Commission (excluding the cost of any features incorporated in each vessel for 
national defense uses, which shall be paid by the Commission in addition to the 
subsidy), over the fair and reasonable estimate of the final foreign cost, as 
determined by the Commission, of each proposed vessel if it were constructed 
under similar plans and specifications (excluding national defense features 
as above provided) in said foreign shipbuilding center. 

III. Determined, upon convincing evidence, that the base amount of the re- 
duction in the selling price of each vessel (before allowance for national defense 
features other than increased speed), which reduction is termed the “construe 
tion-differential subsidy,” is $10.402,200, or 45 percent of the base unit contract 
price ($23,116,000) of each vessel. 

IV. Determined that the sem of $1,377,300 represents the estimated amount 
that is included in the base unit contract price of $23,116,000 to cover the base 
domestic cost of features, other than excess speed (the cost of which has al- 
ready been considered in arriving at said base-unit contract price), which are in 
excess of commercial requirements and which have been determined by the 
Secretary of the Navy to represent national defense features. 
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V. Authorized the sale of each of said vessels, upon completion the app 
cant, for operation in the above-described service, at the bas nit selling price 
of $11,956,285, computed as follows: 

(1) Base unit contract price (25-Knot vessel) $23, 415, 000 
(2) Base unit contract price (2242-knot vessel 25, 116, GOO 
(3) Amount included in (1) representing excess speed 290, OOO 

12, 713, SOU 


(4) Estimated base unit foreign cost 


(5) Lstimated base foreign cost 0 





f 
than excess speed (55 percent of 


States cost of such features) 757.5 
11, 956, 285 


(6) Base unit selling price to applicant ll, 


Provided, that the base unit selling price of $11,956,285 shall be subject to ad 


justment to reflect the applicant’s share of the net chance in t MIse-unit ¢ 
tract price of $23,415,000 brought about by the application of the ; ed « 
lator clauses; such share to be the same percentage of said net « ! i ! 
percentage that the base-unit selling price ($11,956,285) be i l 
contract price $23,415,000), or 51.06 percent ; 

Provided further, that the base unit selling price (S11,056.285 | 
ject to further adjustment to reflect tl pplicant's I ‘ percent OU 
percent $5 percent) of the amount of the following: Fees for the bidding prep 


aration of plans and specifications, cost of inspection during construction, in 
1 


creases or decreases in cost due to changes in plans and specifi n ier § 
in cost due to running standardization trials, costs of items not included in the 
construction contract but which may be furnished separately by the Commission 
or purchased by the applicant with the prior approval of the Com n nad 


decreases in the construction contract price due to the pay 


damages: an 


Provided further, that should the Compti er General of tl U1 ( 
disallow payment for 1 st of f national defense tf I 
ferred to above, the the Commissions con bution wil sp thereto a 
be limited to ¢ payment of constru n differential subsidy tl nd the 
above computation shall be adjusted a 1 nely 

VI. Required the appl cant to agree to make cash payment to | {omimis 
sion of not less than 25 percent of the total selling prik the v els to the 
applicant, under the following conditions: 

1. The cash payments shall be made at the same time and t] 
portion as provided tor the payments on account of the stru 
in the contract between the shipbuilder ard the Commissiot 

2. The appl hall pay, n ess frequently than anr \ f 
rate of 542 percent per annum on those portions of the Cor | 
made to the shipbuilder which are chargeable to the applicant’s purchas 


of the vessels (after deducting the cash payments) 

3. ‘The balance of such purchase prices shall be paid by the applicar with 
20 years alter delivery of the vessels and in not to exceed 20 annual installments, 
ich shall be payable 1 year after the delivery « e \ els | 


the rate of 314 percent per annum shall be paid on all such 





Stallments of the purchase prices as remain unpaid 
VII. Authorized the applicant to utilize its capital-reserve fund, to the extent 
sf } ’ } 1 


i may become available, toward mee 





tha ihe tlance there 
ash payments on the vessels, and to make future s ther 1 on the 
mortgage notes given for the deferred portions of the purchas rices as the 

ndition that the applicant shall be required » deposit 


become aque, upo! 


annually in it serve fund an amount equal to the depreciation on the 





vessels on a basis; and also to deposit there ! eds of 
nsurance and s received on account of the total loss e vessels and 


the proceeds of sales or other disposition thereof 
VIII. Agreed to give applicant, under such terms and conditions as the ¢ 


mission may deem proper, the benefit of such 


enacted prior to December 31, 1949, permitting tl mitation of t bility 
the Government v ith respect to the pure hase ¢ f any passenge! ¢ I ng esse! 
to the extent that such legislation may permit such actiotr I 


vessels, p ided, t tif, in the meantime, the Commission det 
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benefits nay be granted under existing legislation, the applicants shall then be 
given the benetit of the Commission’s determination in this matter. 

IX. Authorized obligation of the full cost of both vessels against the Com 
mission’s contract authority approved for the fiscal year 1948 (Public Law 269, 
as amended by Public Law 862, SOth Cong.), provided, that in the computation 
of the final cost of the vessels, each vessel shall bear one-half of the total cost 
of all standardization trials which are incidental to the construction of these 
vessels 


X. Authorized the introduction of the subject vessels, upon completion, under 


the operating-differential subsidy agreement granted to the pplicant hy the 
Connnission on August 10, 1948, provided, that the payment of subsidy for the 
operation of the vessels shall be subject to the « dition hat prior to wh 
operation, the Commission makes the findings and determinations as required 
by section 601 of the act, and provided further that said agre el h contain 
all of the provisions ich have been previously agreed to betwee he Co 
mission and its representatives, and representatives of the applicant 

XI. Directed the general counse! to have prepared for Com! sion approval 


in accordance with this authorization and under existing procedure, Construction- 


differential subsidy agreements which shall contain all applicable standard pro 

io of construction-differential subsidy agreements, including, but not li ted 

(a) the requirement that the vessels shall remain documented under the laws 
of the Unite States until said vessels reach the age of 20 vears or so lung as 
there remains due the United States any principal or interest on account of the 
purchase prices, Whichever is the longer period; (#) the requirement that s iould 
the United States acquire ownership of the vessels, through irchase or re yuisi- 


tion, the amount to be paid by the Government for said vesse > deter! ined 
in accordance with section S02 of the Merchant Marine <A¢ us amet ded; 
(c) the requirement that said vessels shall be operated in the following foreign 
service: New York, Naples, Genoa, and return; and (d) the requirement that the 


operator shall provide insurance of such types and in such amounts as the Com- 





mission may require, with particular reference to Commission action of May 10, 
1948, requiring, total-loss insurance in order that the Government’s interests 
miav be adequately protected 

Please indicate your concurrence in t 


promptly the enclosed copy of this letter 


he above action by signing and returning 


Very truly 


NOVEMBER 17, 1948. 
American Export Lines, Ine.: 

J. iE. Sitarer. Evecutive Vice President. 
DeceMBErR 8, 1948, 


1 


Admiral Cocurane. Following extensive hearings during the sum 
mer of 1949 before the Subcommittee on Government Operations of 
the House Committee on Expenditures in the Executive Departments, 
the House Committee on Expenditures published its Fourth Inter- 
mediate Report (H. Rept. No. 1423, 81st Cong., Ist sess.), which is 
exhibit 6. 

{ Exhibit No. LF is made a part ot the record by referent eC.) 

Admiral Cocnrane. This report, although it contained numerous 
Implications critical of the former Commission and its determinations, 
did not finally pass upon the issues of law and fact involved in the 
action of the former Commission and it did, however, recommend that 
the passenger-ship subsidies including the Export subsidy agreement 
should “be reviewed and all possible action taken to prevent excessive 
expenditures of Government funds.” 

By letter of November 21, 1949, exhibit 7, the President instructed 
the former Commission to cooperate with the Department of Justice 
in a review of these contracts and to forward to him a copy of its 
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review to be undertaken pursuant to the reeommendation of the House 
Committee on Expenditures in the Executive Departments. 

(Exhibit No. 71s as follows:) 

THE Wuite House, 
Washington, 21 November 1949, 
Hon. J. HowaArp McGRATH, 
De partment of Justice, Washington, D. ¢ 

My Drar Mr. ATTORNEY GENERAL: In the first session of the Eighty-first Con- 
gress, the House Committee on Expenditures in the Executive Departments 
submitted a unanimous report bearing on the operations of the Maritime Com 


mission under title V of the Merchant Marine Act of 1936, as amended rhe 
inquiry from which this report was developed was based on a special report of 
the Comptroller General and whs related particularly to allowances granted 
for national defense features and for construction-different ubsidies. The 


inquiry brought into question the operation under present-day circumstances of 
the Merchant Marine Act of 1936. Although this inquiry was addressed specif 


ally to the above matters, there may also be some question on the operation of 
this law in the field of operating subsidies 

The question has been raised as to whether an amendment, or perhaps replace 
ment, of existil Statutes might be necessary in order to bring ther ! 


patibility with the situation currently facing our merchant marine and our st 
building industry I therefore desire that you undertaken an immediate exami 
nation of the Maritime Commission’s interpretations of the act as reflected by 
recent contracts, and that you advise me of any changes which might be necessary 
or desirable in order to clarify the act with respect to matters considered by the 
committee. I should also like your opinion on similar issues which may be in- 
volved in the operating-differential subsidy awards by the Commission 

I am sending a copy of this letter to the Chairman of the Maritime Commission, 
and am requesting him to offer all possible assistance to the end that I may have 
your report at the earliest possible date 

Sincerely yours, 


Admiral CocHRAN®. By letter of March 30, 1950, exhibit 8. the 
President advised the former Maritime Commission that he felt its 
review should proceed independently of the review which he had re 
quested the Attorney General to make and that the Commission's 

: 


review should cover not only the legal aspects of the subsidy awards 
but should xtend to an appraisal ot the basie data, tne assumpth 


nd the computations underlying the contracts executed or abo it to be 
executed. 

In his letter of March 30, 1950, the President also expressed the hope 
that the Commission would take “no correlative action” in the mea 
time which might jeopardize the leg timate interest of the Government 
n the event that it should be decided after review that the terms of 

ile of t} e vessels should he renegotiated. 


(Exhibit No. 8 is as follows:) 


Washington, D. ¢ 


Dear GENERAL FLEMING: My attention has been called to the possibility that 


there may be some misunderstanding concerning my letter to you of November 
11,1949. In this letter, I asked that the Commission cooperate with the Attorney 
Genera ordet facilitate his review of certain legal problems me ! n 
the Fourth Ih ediate Report of the House Committee on Ex res 
Executive Departments t the same time, I asked that y forward 
p f the result of the Commission's review of the terms of s f s pas 
nger b Sst recol ends the same rep f ef 
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It was my feeling that the Commission's review should proceed independently 
of the review being made by the Attorney General, and that it should cover not 
only the legal aspects of the awards, but extend to an appraisal of the basic data 
the assumptions, and the computations ul derlying the contr acts executed or about 
to be executed, as well. It seems to me desirable, for a number of re isons, that 
this work proceed expeditiously, and I am again recommending it to your atten- 
tion. In the meantime, I hope that the Commission will take no correlative 
action which might jeopardize the legitimate interests of the Government in the 
event that it should be decided, after review, that the terms of sale of these vessels 
should be renegotiated. 

Your cooperation in this matter will be appreciated. 

Sincerely yours 
Harky TRUMAN 

Admiral C :ANE. I would like to interline here, Mr. Chairman, 
that has “stg preesenadirgt to mean that no new contracts should 
be entered into which would involve payment to these « onipanies and 
that that was a factor in the willingness of the company to accept this 
amendment to the contract later, which I will come to. 


PRELIMINARY ACTION BY FEDERAL MARITIME BOARD 


I took office on August 8, 1950, as the Chairman of the Federal 
Maritime Board and as the Maritime Administrator, unde Reor- 
ganization Plan No. 21 of 1950. I do not think you need that reor- 
evanization plan. 

When I arrived in Washington I found that John T. Koehler, the 
interim 90-day Chairman under the reorganization plan, had already 


been making preliminary arrangements for an independent commit 
tee to study the problem and to submit recommet! d itio} \ ith respect 


to the review es subsidy agreements, giving due weight to the. 


reports of the npttorer Ge ates aces Ho ibecommittee on 
re athe Opera S. The ap pointn nt of this speci oy ga mmittee 
was formalized by my ig Pe of Aucust LM. LODO, « ae 9, as Chair 
man of the ~ tal aoare ssedl to the appointees, | mie L. Seward, 
R. E. ee and, | I iam B. mF hes. Mr. Jon wa unable to serve 
and Dr. Wa HH. Af Jaeger, of ¢ eres University, was substi- 
tuted. ee ae Ma . Leon. 


(Exhibit No. 9 is as follows:) 


Prof. H. L. Sewarp, Chairman. 
Mr. R. E. GItumor 
Mr. WILLIAM B. JONES. 

GENTLEMEN: The Federal Maritime Board hereby appoints you members of a 
special committee to review six recent vessel sales contracts of the United 
States Maritime Commission entered into during 1948 under the authority of 
the Merehant Marine Act, 1936, as amended, to determine whether the respective 
vessel sales prices are proper under the provisions of that act, and to submit 
your recommendations with respect to these six contracts, based on your review 


thereof These six vessel sales contracts between the Maritime Commission and 
the respective vessel purchasers, American President Lines, Ltd., American Ex 
port Lines, Ine., and the United States Lines Co. have heen criticized by the 


Comptroller General of the United States in his Special Report of July 1, 1949, 
to the Congress, and by the Committee on Expenditures in the Executive De 
partments of the House of Representatives (Sist Cong., Ist sess., H. Rept. No. 


1425) Upon compietion of such thd vour special committee is requested to 
mike full report to the Federal Maritime Board stating w hat, in your opinion, the 
proper sales prices of these vessels babe be on the basis of your examination 
and mary of all the rel t facts 
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The Maritime Coinmission, under the provisions of sections 501 and 502 of the 
Merchant Marine Act, 1986, as amended, was authorized to sell a vessel at a 
price corresponding to the estimated cost, as determined by the Commission, of 
building the proposed vessel (excluding the cost of any features incorporated 
in the vessel for national defense uses and paid for by the Commission) in a 
foreign shipbuilding center deemed by the Commission to furnish a fair and 
representative example for the determination of the estimated foreign cost of 
construction of vessels of the type proposed to be constructed. 

The unadjusted sales prices of each of the three twin-screw passenger and 
cargo vessels sold to the American President Lines, Ltd., by the Maritime Com- 
mission is $5,858,100. The Maritime Commission arrived at this sales price for 
each of these vessels upon the basis of its estimate of the cost of constructing 
the proposed vessel (exclusive of the $200,000 estimated cost of certain national 
defense features incorporated in the vessel) in the foreign shipbuilding center 
determined by the Commission to furnish a fair and representative example for 
the determination of the estimated foreign cost of constructing vessels of the 
type of the proposed vessel. This unadjusted sales price is subject to adjustment 
for the net increase or decrease in the vessel construction contract price for 
changes in the vessel plans and specifications, for changes in the wage and 
materials price indexes during construction, for fuel-oil consumption-rate provi- 
sions, for contract liquidated damages, and for the cost of standardization trials, 
This unadjusted sales price is subpect to further increase on account of ex- 
penditures of the vessel purchaser, approved by the Commission, for certain 
vessel construction and outfitting costs not included in the ship-construction 
contract. The entire cost of the national defense features, estimated to cost 
$200,000 for each vessel, is to be paid for by the Government. 

The unadjusted sales price of each of the two twin-screw passenger and cargo 
vessels sold to the American Export Lines, Inc., by the Maritime Commission is 
$11,956,285. The Maritime Commission arrived at this sales price for each of 
the vessels upon the basis of its estimate of the cost of constructing the proposed 
vessel (exclusive of the $1,377,300 estimated cost of certain national defense 
features incorporated in the vessel) in the foreign shipbuilding center determined 
by the Commission to furnish a fair and representative example for the deter- 
mination of the estimated foreign cost of constructing vessels of the type of 
the proposed vessel. This unadjusted sales price is subject to adjustment for 
the net increase or decrease in the vessel construction contract price for changes 
in the wage and materials price indexes during construction and for contract 
liquidated damages. This unadjusted sales price is subject to further increase 
on account of expenditures of the vessel purchaser, approved by the Commission, 
for certain vessel construction and outfitting costs not included in the ship 
construction contract. The entire cost of the national defense features, esti- 
mated to cost $1,377,300 for each vessel, is to be paid for by the Government. 

The unadjusted sales price of the quadruple-screw turbine-driven passenger 
vessel sold to the United States Lines Co. by the Maritime Commission is $25,057,- 
216. The Maritime Commission arrived at this sales price upon the basis of its 
estimate of the cost of constructing a commercial equivalent of proposed vessel 
(which commercial equivalent represented the proposed vessel less the national 
defense features incorporated therein) in the foreign shipbuilding center deter 
mined by the Commission to furnish a fair and representative foreign cost of 
constructing vessels of the type of said commercial equivalent vessel, to which 
was added the sum of $1,337,486 determined by the Commission to represent 
the reasonable commercial value to the purchaser of the national defense fea- 
tures incorporated in the proposed vessel. This unadjusted sales price is sub- 
ject to adjustment for the net increase or decrease in the vessel construction 
contract price for changes in the vessel plans and specifications, for fuel-oil 
consumption-rate premiums and for contract liquidated damages. The entire 
cost of the national defense features incorporated in the proposed vessel, repre- 
sented by the $25,998,000 difference between the estimated cost of constructing 
the commercial equivalent vessel and the cost of constructing the proposed ves- 
sel, is to be paid for by the Government. 

The sale of each of the six vessels is subject to the provision that in no event 
shall the sale price be less than 50 percent of the construction cost of the vessel 
to the Commission (exclusive of the cost of the national defense features). 

Since certain interpretations of the provisions of the Merchant Marine Act, 
1936. as amended, followed by the Maritime Commission in making the deter- 
minations entering into the six vessel sales contracts, have been criticized, your 
committee requires for its review the instructions of the Federal Maritime 
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this interpretation. This does not necessarily mean that there would be any 
objection to interpreting “similar” to include the standards established abroad 
which foreign vessels competing with the United States ships must meet. 

Therefore, in accordance with the directions of the Board, the committee will 
make two estimates of the cost of constructing each vessel in the appropriate 
foreign shipbuilding centers ; one of these estimates will be based on the standards 
which United States flag vessels must meet, and the other on the standards 
applicable to the foreign competitors of the United States purchasers of the 
subsidized vessels. ‘The committee recommends that the estimates used for de- 
termining the proper prices of the vessels be those which are based on the 
applicable foreign standards. 


SELECTION OF FOREIGN SHIPBUILDING CENTER 


The special committee recommends that the principles to be followed in select- 
ing a foreign shipbuilding center which is a fair and representative example for 
the determination of the estimated foreign costs should be as follows: 

(1) A center which has the personnel, facilities and experience necessary 
for the construction of the proposed vessel. 

(2) A center where the political and economic environment is such that 
a United States purchaser of the proposed vessel would have reasonable 
assurance of obtaining it in accordance with contractual obligations as to 
time, quality and price, and 

(3) Consistent with (1) and (2), a low cost center 

In accordance with these three principles, the committee considered the ship- 
building centers in Great Britain, France, Italy, Norway, Sweden, Denmark, 
Western Germany, Holland, and Japan. Western Germany was not at that 
time permitted to build ships of the sizes under consideration. Of the other 
countries, it was found that the lowest cost centers with facilities for building 
these ships were, at that time (1948), in Great Britain for the United States 
Lines vessels and in Holland for the American Export vessel. 


EFFECT OF CURRENCY FLUCTUATION ON THE APPLICANTS’ CONTRACT PRICE 


At the time the contracts for the American Export Lines and United States 
Lines vessels were placed (1948) most businessmen engaged in international 
trade were aware of the substantial difference between free and official rates of 
currency exchange. They were also aware that the free rates were the natural 
and inevitable result of the supply of and demand for the currencies and the 
goods that could be purchased with them. The official rates, on the other hand, 
were determined and maintained by the various governments for such purposes 
as conserving dollar balances or controlling exports and imports. It was appar- 
ent, therefore, that the official rates were artificial and transient and would 
eventually have to be adjusted to approximate the free rates. 

By the nature of their business, ship operators may, if they wish, build up 
reserves in the currencies of many countries. It can be assumed, therefore, that 
a foreign operator planning to purchase a ship trom a foreign yard would have 
accumulated a reserve of currency or its equivalent in the country where he 
expected to purchase the ship. The true value of that reserve in terms of the 
curreney of other countries would have had to be determined on the basis of 
the free rate of exchange rather than the official rate. 

Any contract for the purchase of large vessels such as the United States, Con- 
stitution, and Independence would have called for progress payments such as 
those specified in the contracts for these ships with United States shipyards. 
Therefore, the accumulations of credits to pay for the ship could have commenced 
before the contract was placed and could have been continued throughout the 
time required to build the ship. 

In view of the foregoing the special committee recommends that, for the pur- 
pose of converting the estimated foreign currency costs of the American Export 
and United States Lines’ vessels into dollars, the rate used should be the average 
free rate throughout the period of construction of the vessels. In the selected 
shipbuilding centers (Holland and Great Britain) the ofticial rates were approxi- 
mately the same as the free rates after September 1949; therefore, from that 
time on, the official rate could be used. 
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ESCALATION OF APPLICANT'S CONTRACT PRICI 


Extensive study and discussion of the escalation question has led the com- 
mittee to the conclusion that, under the conditions that prevailed in 1945, a 
prudent business man would not have been justified in contracting to pay the 
very high markup that would probably have been demanded as part of a fixed 
price on a ship which would be under construction for several years. The com 
mittee believes that a prudent businessman purchasing ships such as those 
under consideration would have accepted the alternative of escalation on the 
basis of published indices of labor and material in the country where the ships 
Therefore, the Cominittee recommends that the esti- 


were to be constructed. 
1n- 


mated foreign cost of the vessels under consideration, be escalated on such 
dices for changes in costs in the selected foreign shipbuilding centers 


ITEMS NOT COVERED BY SHIPYARD BID 


Since the manifest intention of the act is to place the United States operator 
on a basis of complete parity with his foreign competitor, the committee believes 
that the Congress assumed that the shipyard bid would cover the entire cost 
of the vessel. In fact it has sometimes been the practice to include all costs 
in the shipyard bid. The committee recommends therefore, that the estimated 
foreign costs include all of the items of cost, whether or not included in the 
shipyard bid, and that each item be estimated in detail as herinafter proposed. 


NATIONAL DEFENSE FEATURES 


The special committee believes that the Merchant Marine Act (secs. 210, 211, 
212) makes the Board responsible for determining the characteristics of the 
ships to be constructed under the act and directs the Board to cooperate with 
the Navy Department, vessel owners, and ship builders in carrying out this 
responsibility. 

The act places no responsibility on the applicants for new vessels; it simply 
says that their application shall not be approved unless it meets certain condi- 
tions. Nor does the act place any responsibility upon the Navy Department; 
it simply provides a means by which that Department may make such suggestions 
as they deem necessary in order that the vessel shall be suitable for the use of 
the Government in war or national emergency. The act directs the Secretary 
of the Navy to certify his approval, if the plans and specifications as submitted 
or as modified are approved by him. 

When the applicants for new vessels can be induced to submit plans and 
specifications that are in every way acceptable to the Federal Maritime Board 
and to the Navy Department it results in the saving of both time and money 
in carrying out the stated policies and objectives of the act. Nothing in the 
act specifically requires the applicant to submit such plans or to distinguish 
between the national defense and commercial features of the vessels he wishes 
to purchase. ‘The responsibility and authority for drawing this distinction is 
clearly placed upon the Federal Maritime authorities 

The Board in its letter to the committee of October 20, 1950, advised the 
committee as follows: 

“The Board concurs in your view that it is authorized to pay the entire cost 
of a feature incorporated in a vessel, without regard to whether the feature 
in question was in the original vessel plans and specifications as submitted by 
un applicant, or was subsequently added thereto by Navy Department sugges- 
tion. However, the Board may lawfully do so only if it determines that the 
feature (1) is useful for national defense purposes, and (2) is in excess of 
what a prudent businessman would consider necessary in the vessel for the 
profitable operation of the essential ocean services. Since the standard of the 
prudent businessman must be an objective standard the proposals of an applicant 


are not necessarily those of a prudent businessman 

The committee assumes that the Federal Maritime authorities will draw the 
distinction between features deemed essential for commercial operation and 
those deemed desirable for national defense in accordance with the prin iples 


set forth abov 

There is a need for a careful study and analysis of criteria and standards for 
determining what are national defense features as distinguished from commercial 
features. This would require close cooperation between the Fede laritime 
Administration and the Navy Department The committee would be nd to 


assist in this cooperation if so desired. The committee has developed certain 
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of the most important criteria for differentiating (and delineat national 
defense from commercial features and submits its recommendations in the 


paragraphs which follow. 








Speed and profitability 

The determination of optimum speed for profitable operation on any one route 
requires Consideration of six interrelated factors; these are (1) the speed of 
competitive ships both present and prospective, (2) the volume of passenger 


} 


and cargo traflic, (3) the time required in each port for unloading, loading, 


provisioning, maintenance, and recreation of crew, {) the desirable times of 
arrival and departure from each port, (5) the relative capital and operating 
costs of a smaller number of ships of high speed versus a larger number of 
ver speed, (6) the prestige of the line. 
Amer ca) BR port Lane vessels 
All references l n ma speed l ! ‘ ! the 
} ited States Maritime uthorities as the speed tha he vessel can make when 
gr SU perce 0 the bo rand engine capacity b I LO he ship tor 
It il hing its Gdesign speed In the LsSt i i} Americ Iexpor Ve Se Ls, 
r eXample, 2216 knots can be maintained with 82,060 horsepower as compared 
to 40,700 horsepower available for that speed Similarly ir the same vessel 
~>6UchknotTss Ca in maintained with 46,700 horsepowe S ompared tf total 
i I Seo ‘ ».000 which is designed to the ship Chis eans 
’ } I i I ~ hy wtb ~ 
i resel Dp Vy tha n be sed to make up ew It ¢ g t 
Superiority ¢ feriority of the speeds of compet ships is usually of si 1] 
Importance u less j s suflicient to make a subs l tt en nm the Lrbit 
rf ISS e le } erm ort The reas His is that the mes 
ft departure n I il must be Convenient to eng > a ist ike use 
ie | I ( I a in u uid ( ) route 10 there 
re ow ho comp ve ship existe e or in pr ( t ve speeds suffi 
ently superic YL ku o take business a \ ! Amie export 
essels by reason of speed alone 
It is n l pie tha scientl vivances 1 I r I $ eve hilly 
ake obsolete the ships that are now new ! true ery rt 1utomo 
niles for example It l not hecessary or feasih t l y to surpass iT UnKnOWI! 
ympetitor of the future The most that in be done is t d a better ship 
ha inv now in ¢ te e or known to be detinite Dp ed Sper ons 
( ‘ f j f tors " rive nob ning the be SiIp 
\ liu fation to economical speed is established thie ( 
equent size of the ship. For a given length and size ¢ puny increase of 
peed bevond this limit can be accomplished only by « eSSive ll enses in capita 
cos and operating cost The size of ship that ca be protitably operated 
‘ Lv ( ] IS l 1 alfeeted b the \ I elige a » trathc 
iy ble hat 1 ‘ for example, the volume iff e ] on 
siderably less than that on route 5 and consequently, the large ship h are 
profitable on route 5 would not be profitable on route 10 
Che time required in port has a greater effect total time from e home 
port adeparture to the ext hol e port depurture (turh are na) ti n tuinabie 
variations of economical speed. On many routes the ! a ‘ 
port me is the required rest and recreation of the crew wT tinned hedaule 
for each of the two American |! xport Lines Vesse undaer ¢ a I n Ss as 


LOLIOWS: 


> 


Departure from New York, 12 noon, Ist day 

Arrival Naples, 12 noon, Yth day 7 
Departure Naples, 7 p.m., 9 day 

Arrival Genoa, 10 a. m., 10 day _ 
Departure Genoa, 5 p. m., 12 day : 
Arrival Naples, 8 a. m., 15th day " 
Departure Naples, 5 p. m., 16th day 

Arrival New York, 6 a. m., 21st day - 
Departure New York, 12 noon, 24th day 


lo maintain this schedule the line plans to have one additional day in port 


every third voyage and an annual lo-day lay-up for overhau 
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The planned port times for the terminal ports of Genoa and New York a 
‘or unloading, loading, provisioning, cleaning 


greater than would be required 


t 
and minor overhauls. They are deemed necessary for crew rest and recreation 





Ships, such as tankers, which schedule very short port times, provide relief 
crews, thus making it possible to give every crew a vovave ol every 35 i 
months, This is not feasible on ships which carry large crews such as the 
74 planned crew for each of the two American Export ships 
When vessels for route 10 and other Mediterranean s¢ ice were being cor 
sidered several vears ago. it Was suggested by the Maritime ¢ nl < n’s Re t 
Committee th t two vessels of As knots cou d rend I = 1 et 
vessels of 2214 knots Chis be true but ! s ava 
ble to it, the Special Committee believes tl he st and the 
tal operating t of two 28-knot vess he greate n tl 
! i” s ol ree 2 I ~ \ he ¢ r a f 
] iff { »ad ‘ nie { Nl ne ] 3 
I ( 
I t I ‘ t i) 
for the new A i Exp Lines 147 u l i 
l ‘ ‘ apn ! ‘ ( speed y 
port | } snes 6) 2 
! f ‘ | b nad ¢ 
D> ng ‘ p 
l ] g me rtant elle ‘ | Speed 
f f | l ny pire 9 ‘ u I 
ppointime nd size, eed ! sate d ‘ 
d fre i sickness De knov s ) ‘ mite Ww d 
iIndou pre { I n of super 
vy to be ‘ ind bein hie sin prestige 
Therefo 1 the t ‘ ‘ | 1 eat sup in 
speed ! h tl ire re i ¢ ‘ ene opel ng cost 
wl hi \ | ‘ ed 
I ey ry rap d y e Al in 
Exp I ples 1e | s Line ‘ 
Thel / 
: f < ‘ 
\\ ‘ ! {) ] ; i 
‘ ] Ti¢ 
hast rd 
Leave 
Ny \ Wod 
\ ‘ Ws 
\l 
MI 
S } \ 
' ' ~ ‘ 
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Le 
: Wednes 
(he Wed r 
Arrive 
\ \ 
Ni Yor \J | 
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cruising speed 
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For national defense purposes the speed should be the maximum which is 
economically and scientifically feasible and tactically desirable for each type of 
vessel. The ships under consideration are intended for use as transports in time 
of emergency. The experience of World Wars I and II has proven that speed 
is the best protection against submarines. The under-water speed of subma- 
rines is continually increasing, thus making it desirable to build into poten- 
tial transports the maximum practicable speed. In addition to the added pro- 
tection against submarines, transport speeds should be high in order to insure 
arrival of expeditionary forces at their destination with the minimum of delay. 
For vessels of the length of the American Export ships the maximum practicable 
speed is probably the 25 knots called for by the specifications. In the case of the 
superliner, the use of an advanced design based on airplane technology has con- 
tributed to the attainment of considerably higher speed than that required for 
commercial operation. 

Other national defense features 

In principle the fuel capacity of a commercial vessel need be no greater than 
that required for the maximum length of voyage (turn around) it is likely to 
undertake plus a margin of 30 to 50 percent for unfavorable weather and other 
contingencies. Tor national defense purposes the vessel should have the maxi- 
mum capacity obtainable by the use of ballast tanks and double bottoms. The 
principal additional cost is that involved by the installation of heating coils, 
pipe systems, necessary fittings, valves, and other controls. 

Vessels which may be used for military purposes require for their protection 
separate engine rooms. For commercial operation it is preferable to have one 
engine room thus reducing both construction cost and operating expense. In 
the case of the American Export vessels the difference in bulkheading between 
the two is negligible but there is a considerable difference by reason of (1) 
greater length of line shafting and number of shaft bearings from the forward 
engine, (2) 2 smokestacks instead of 1, (3) duplication of 16 items of aux- 
iliary machinery. Some other compartmentation on the American Export ships 
was deemed necessary by the Navy Department to maintain stability under 
damaged conditions that might be experienced in the military use of the ships: 
this resulted in the installation of two additional transverse bulkheads which 
are national defense features. 

Section 210 of the Merchant Marine Act, 19386, requires the vessels of the 
merchant fleet “to be so designed as to be readily and quickly convertible into 
transport and supply vessels in a time of national emergency.” Section 501 
further emphasizes the need for economical and speedy conversion. The vessels 
under consideration would be used for troop transport. In the committee's opin- 
ion, the objectives of ready, speedy and economical conversion of the American 
Export vessels would have been greatly facilitated if all of the space which 
might be used to carry troops had been insulated and provided with duct systems 
for ventilation. Although the blower and air cooling capacity designed into the 
American Export ships for air conditioning of passenger and crew spaces in 
commercial operation appears to be sufficient to provide adequate ventilation 
for 6,009 troops, the committee does not believe that this can be regarded as a 
national defense feature. 

The electrical generator capacity on all three ship is greater than would be 
required for merchant-ship operation; on the American Export vessels, for ex- 
ample, four generators are provided whereas three are adequate for the peak 
summer load in commercial operation. 

The evaporator capacity provided on the American Export vessels is sufficient 
to provide water for a total personnel of 6,800 as well as make-up feed water 
The difference between that capacity and the capacity required for a full pas- 
senger load of 1,000 and crew of 574 is a national defense feature. 

On all three ships the hull fittings and machinery foundations are in accord 
ance with the Navy’s requirements. It some cases it might have been possible 
to use cheaper materials for commercial operation. Changes in the art of ship 
construction and in the standards for merchant vessels make it difficult to de 
termine these differences; their effect on cost appears to be unimportant. 

Provisions for emergency escapes and access to boats are also in excess of com 
mercial requirements; this includes provisions for vertical access through the 
vessel, thus avoiding the necessity of keeping power-operated water-tight doors 
open while at sea in wartime, 

The Special Committee has been unable to find any substantial evidence to 
support the premise that the increase in third-class accommodations on the 
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American Export vessels is a national defense feature justifying the grant of an 
allowance under the act. No facts have been disclosed which demonstrate that 
the carriage of additional third-class passengers is less profitable than the prob- 
able revenue which could have been realized from the same space if used for 
cargo. In 1948 the total “cargo on board” carried by United States flag vessels 
on route 10 was 1,401,433 tons as compared to 1,399,795 tons carried by all fore 
ign-flag vessels on the route. United States fiag vessels were therefore already 
getting more than 50 percent of the available cargo. In passenger traffic, how 
ever, United States flag vessels carried 909 as compared to 76,248 carried by 
foreign-flag vessels. Of the 76,248 passengers carried by foreign-flag vessels 
in 1948, 49,167 were third class. Judging by these statistics, the third-class pas 
senger seems to provide a good year-around source of revenue. 

The foregoing discussion of criteria for determining national defense features 
relates principally to the American Export vessels. 

In the case of the superliner, the committee believes that the only feasible 
method for determining the national defense feature allowance is that which 
was adopted by the Maritime Administration in 1948, i. e., the design of a “com 
mercial equivalent,” The reasons for this belief are summarized in the para 
graphs which follow. 

Designs of merchant ship structures are usually based on empirical rules 
The factors of safety employed are approximations based upon experience and 
are the result of the application of modifying constants to earlier scientific re 
search and analysis. The materials employed are ordinarily those which have 
been used in the past. Saving of weight in ship construction has not heretofore 
been given the same importance as in airplane construction. 

The superliner, on the other hand, is the first large merchant vessel which in- 
corporauces many of the scientific principles used in the design of airplanes. It 
therefore represents an advance in ship design which should contribute substan- 
tially to tne nutional defense in both performance and knowledge. 

In the airplane, saving of weight is vital and vibration may be lethal if it 
causes fatigue failures in the structure. Asa result the airplane designers have, 
over the years, developed highly refined methods of stress analysis to determine 
accurately just where strength is required and how much. Techniques of de 
sign have been developed whereby every component of the structure contributes 
to strength as well as to other functions. Alloys have been developed having 
optimum combinations of strength and resistance to fatigue not possessed by the 
older materials used in ship’s structures. Wind tunnel research has resulted 
in the development of forms which offer the minimum resistance to the flow 
around them and incur the minimum of cavitation and vibration by reason 
of propeller rotation. 

The designers of the superliner have employed airplane technology with spe- 
cial attention to (a) the scientific determination of the strength required at 
every point in the ship’s structure, (b) the maximum utilization of every com 
ponent of the structure for strength as well as for other functions, (c) the use 
of alloys providing high strength and fatigue resistance with minimum weight, 
(d) the development of a hull form which takes advantage of wind-tunnel! re 
search with a view to obtaining maximum jyropulsive efficiency and minimum 
propeller cavitation and hull vibration. ©ne of the consequences of this tech 
nology is a saving of one-third of the weight which would have been required 
for equal performance and capacity in a ship of orthodox design 

teing the first of its kind, the superliner is unavoidably expensive. Because 
of its cost, no prudent operator could afford to undertake its construction without 
Government support. The Government has contributed to airplane development 
by (1) maintaining expensive research facilities and programs, and (2) purchase 
of the first high-cost developments. No corresponding aids are available for the 
development of unorthodox merchant ships 

In view of the foregoing the special committee believes that comparisons 
with a “commercial equivalent” is a sound principle for determining the nationa 
defense feature allowances for unorthodox vessels such as the Sri rliner The 
committee therefore recommends that the presently available design of commer 
cial equivalent of the superliner be examined by the Federal Maritime authori 
ties to determine whether or not it is a true commercial equivalent and that the 
design, as accepted or as modified by the Federal Maritime authorities, be used 
as the basis for estimating the national defense feature allowances for the vessel 
which has been sold to the United States Lines. 
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METHODS FOR ESTIMATING FOREIGN COSTS 
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(1) Obtaining bids from foreign shipyards on the plans a1 1 specifications of 
the vessels under consideration 

(2) Comparison with the total cost of similar vesst which 1 been con- 
structed in foreign shipyards 

(2) Estimating by ascertaining and using ratios betwee foreign costs and 
United States costs of hull, machinery and equipment 

(4) Estimating by the relationships hetween categories of cost such as labor, 
steel plate, joiner work, main ensines, auxiliary machinery, and equipment 
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f foreign cost 
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CONCLUSION 


In the committee’s opinion, principles and procedures submitted in this report 
provide the most accurate means available for determining “the fair and rea- 
sonable estimate of cost * * *” of the construction of any proposed 
vessel “* * * if it were constructed under similar plans and specifications 
(excluding national defense features) in a foreign shipbuilding center which 
is deemed * * * to furnish a fair and representative example for the de- 
termination of the estimated foreign cost of construction of vessels of the type 
proposed.” 

When the principles and procedures outlined in the special committee’s final 
report have been approved by the Board, the special committee will be glad 
to complete its recommendations as to the proper sales prices as of the date 
of the sales contracts of the vessels which have been sold to the American Export 
Lines and the United States Lines. 


RECOMMENDATIONS AS TO FUTURE PROCEDURES 


The foregoing report proposes principles and procedures for the redetermina 
tion of the sales prices of vessels which are the subject of construction and sales 
contracts entered into in 1948. The special committee is of the opinion that 
in future, the national defense feature allowances and construction differential 
subsidies for each class of vessel should be predetermined and published period 
ically as percentages of total construction cost. 

In the committee’s opinion the act as now written provides for 
tion in that (a) it requires only fair and reasonable estimates, (0b) it gives the 
Federal Maritime Board the power to determine prices subject only to having 
possession of convincing evidence if the construction differential subsidy exceeds 
331% percent, (c) it authorizes and directs the Board to investigate, determine 
and keep current records of the relative cost of construction of comparable 
vessels in the United States and in foreign countries. 

In the absence of predetermination of construction-differential subsidies the 
best alternative for obtaining the balanced merchant marine called for by the 
act would appear to be the construction of new vessels under title VII and either 
(a) selling them to ship operators by a bidding procedure or (b) putting them 
into service by means of some form of charter. 

The act states as an objective the creation of a balanced merchant marine 
owned and operated under the United States flag by citizens of the United States 
insofar as may be practicable. A necessary factor in the attainment of this 
objective is that the citizens should be subjected to less uncertainty as to the 
terms under which they can own and operate ships under the flag of the United 
States, 


predetermina- 


THE SPeEcIAL COMMITTER, 
R. E. GiL_mor, 
Acting Chairman. 

SEPTEMBER 7, 1951. 

Admiral Cocurane. The agreement for redetermination: By early 
January 1951, the S. S. /ndependence was completed and ready for 
delivery. Neither the new F ederal Maritime Board nor the special 
committee had yet completed the t: ask of review and redetermination 
inherited from the former Commission. 

In order to carry out both the congressional recommendation and 
the Presidential instruction, the Board when it formalized the earlier 
informal sales agreement between the Commission and Export on 
January 11, 1951, included in the two formal contracts for the sale 
of the two ships a redetermination clause (art. 5) under which Export 
agreed to a redetermination but retained the right to refuse to accept 
the redetermined price and to redeliver the vessel to the Government. 
Provision was made that if Export returned the vessel, it would pay 
charter hire for its use at ee rate of 814 percent of the redetermined 
it the operation of 


sales price plus one half « its votal net POTS from th | 


its ship. j 
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(Exhibit No. 11 is as follows:) 


JANUARY 11, 19951. 
AMERICAN Export LINEs, INc., 
New York, N.Y. 

GENTLEMEN: Reference is made to your letter of January 8, 1951, a copy of 
which is attached. 

Due to the lack of time within which to prepare a detailed reply to your letter, 
with particular reference to your operating subsidy contract, it will not be 
possible to go into the detail that would be desirable under normal circun 
stances. 

Subject to your executing the sales contracts applicable to the steamship 
Independence and the steamship Constitution drawn up as a result of your letter 
under acknowledgment and subject to the explanatory or qualifying remarks that 
follow, the proposals contained in your letter are accepted. 

In addition to the modifications proposed in paragraph 5 of your letter, your 
operating subsidy contract, dated January 24, 1938, will be amended (a) to 
incorporate standard part II, subject to any changes the Board may make in 
General Order No. 71, and irrespective of any contrary provisions in the memo 
randum addressed to the Commission on April 6, 1949; (0) to include the four 
so-called Shepard vessels without, however, authorizing any change in the maxi- 
mum and minimum subsidized voyages, provided for in recommendation of 
April 6, 1949; (c) to include standard articles in part I of the contract in regard 
to “Adjustments under Merchant Ship Sales Act” and “Outport services,’ and 
(d) to include other minor changes, not heretofore authorized by the Maritime 
Commission or the Board, that may be mutually agreed to prior to the execution 
of amendment of said operating subsidy contract. 

Tentative operating differential rates as to “Wages, officers and crew” for 
the cargo vessels and the “Four Aces” and “Subsistence,” if practicable, as to 
the cargo vessels in the Mediterranean service, will be included in the proposed 
amendment to your operating subsidy contract, It is believed that these tenta 
tive rates will be available for such purpose within 60 days. Tentative rates 
on the other subsidizable items for the above described vessels and on all items 
for your other subsidized vessels and final rates for all your vessels will be 
determined, and payments in the percentages of such rates as set forth in 
your letter will be made, as soon thereafter as practicable. 

As to transfers from your special reserve fund to your capital reserve fund, 
Withdrawals will be authorized by the Administrator, upon request, to the 
extent required to furnish the capital reserve fund with funds suflicient to meet 
the obligations of your company in connection with the acquisition of the steam 


ship Independence and the steamship Constitution provided that it is understood 
that the balance in said fund, as soon thereafter as feasible, will be increased 
to an amount equal at least to 5 percent of capital necessarily employed in the 


business. 
Yours very truly, 
kX. L. CocHRANe, 
Chairman, Federal Maritime Board and Maritime Administrator. 
Accepted: 
J. E. SLATER, 
President, American I rport Lines, Ine, 





Contract No. MCce—61468 


CONSTRUCTION-DIFFERENTIAL SUBSIDY AGREEMENT BETWEEN T'NITED STATES OF 
AMERICA AND AMERICAN Export LiINges, INC 


This agreement, entered into this 11th day of January 1951, by and hetween 
the UNITrep SATEs oF AMERWA (herein called the “Government™), represented by 
the FrepeRAL MARITIME Boarp established as an agency within the Department 
of Commerce by Reorganization Plan No. 21 of 1950 (herein called the “Martime 
Board”) and AMERICAN Export LINEs, INc., a corporation organized and existing 
under the laws of the State of New York (herein called the “Buyer’’) 

Witnesseth : 

Whereas: 

1. Pursuant to Title V of the Merchant Marine Act, 1936, as amended (herein 
called the “Act’’), the Buyer, a citizen of the United States, made application to 


the United States Maritime Commission (herein called the “Commission” ) 
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price of the Construction Contract for changed labor and material costs on 
account of that portion of said contract price applicable to the national defense 
features the entire cost of which, under the terms of this agreement, is to be 
paid by the Government) on account of adjustments in contract price for 
changed labor and materials costs, there shall be added to or deducted from 
the sales price an amount equal to fifty-five percent (599) of the net change in 
said contract price due to such increases or decreuses. 

(b) There shall be added to the sales price an amount equal to fifty-five per- 
cent (55%) of expenditures made by the Buyer, with the written approval of 
the Commission, the Maritime Board, or the Maritime Administration and deemed 
by the Government to be fair and reasonable, for the preparation of plans and 
specifications of the Vessel for bidding purposes (as determined by the Govern- 
ment to be chargeable to the Vessel), for inspection of the Vessel during its 
construction, and for vessel furnishing items, supplied to the Vessel by the 
Buyer as approved by the Commission, the Martime Board, or the Maritime 
Administration prior to purchase, and other costs incurred by the Buyer for the 
construction of the Vessel, to the extent approved by the Commission, the Mari 
time Board, or the Maritime Administration. 

(c) In the event the redetermined sales price of the Vessel made by the 
Government pursuant to Article 5 of this agreement exceeds the vessel sales price 
determined pursuant to paragraph (a) and (b) of this Article, the vessel sales 
price shall be the total of the amounts provided for in said paragraphs (a) and 
(b) and the amount of such excess. 

(d) In the event the redetermined sales price of the Vessel made by the 
Government, pursuant to Article 5 of this agreement, is less than the vessel 
sales price determined pursuant to paragraphs (a) and (b) of this Article, the 
vessel sales price to be paid by the Buyer shall be the total of the amounts 
provided for in said paragraphs (a) and (b) less the amount of the difference 
between the redetermined sales price and the price determined pursuant to said 
paragraphs (a) and (b). 

(e) In no event shall the sales price of the Vessel be less than fifty percent 
(50%) of the net cost of the Vessel to the Government (exclusive of the cost 
of those national defense features the entire cost of which, under the pro- 
visions of this agreement, will be paid by the Government). 

ARTICLE 4. Payments on Sales Price of Vessel_—(a) The Buyer, prior to the 
date of this agreement, has paid to the Commission and the Gevernment in cash 
on account of the sales price of the Vessel the sum of $1,864,217.87. In addition 
to the foregoing payments the Buyer shall pay to the Government in cash at 
the time and in the amounts hereinafter in this Article provided sums which, 
together with said sum of $1,864,217.87, shall aggregate twenty-five percent 

25% ) of the sales price of the Vessel to be paid by the Buyer under this agree- 
ment with interest as herein provided. 

(b) The Buyer shall, simultaneously with the making by tl 
any payments to the Contractor on account of the contract price under the 
Construction Contract, pay to the Government twenty-five percent (259%) of 
fifty-five per cent (559%) of each such payment (exclusive of that portion of the 
payment representing national defenes features to be paid for by the Govern- 
ment), together with interest at the rate of three and one-half percent (814%) 
per annum from the dates of the respective payments of the Commission or the 
Government to the date of the Buyer’s payment of said twenty-five per cent. 
The Buyer shall also pay semiannually to the Government interest aft the rate 
of three and one-half percent (844%) per annum on the unpaid balance of those 
portions of the payments made by the Commission or the Government to the 
Contractor for the construction of the Vessel which are chargeable to the sales 
price of the Vessel hereunder. 

(c) Upon delivery of the Vessel by the Government to the Buyer and simul- 
taneously with the delivery of the promissory notes by the Buyer to the Govern- 
ment, as hereinafter provided, the Buyer shall pay to the Government (i) an 
amount equal to twenty-five per cent (25%) of the sales price of the Vessel, 
determined by the Government at the delivery date of the Vessel as provided 
in Article 3 hereof, less all payments (excluding payments of interest) there- 
tofore made by the Buyer to the Commission and to the Government on account 
of such sales price, plus (ii) an amount equal to interest at the rate of three and 
one-half percent (314%) per annum on the unpaid balance of the Buyer's share 
of all payments theretofore made by the Commission or the Government on 
account of the construction cost of the Vessel from the dates of the re spective 
payments by the Commission and the Government to the date of the mortgage 
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shall give to the Government its twenty (20) negotial promissory notes and a 
first preferred mortgage on the Vessel securin aid notes, each note and the 
mortgage to be in form approved by the Governme! Phe ageregate principal 
amount of the notes given upon the date of delivery of the Vessel shall be equal 
to the unpaid balance of the sales price, determined by the Government, pursuant 
to Article 3 hereof, at the date of delive of the Vessel Said notes shall be in 
equal principal amounts, shall mature one each year during the twenty years 
succeeding the date of delivery of the Vessel, and shall bear interest at the ite 
of three and one-half percent (314%) per annum, payable semiannually 

(e) In the event the sales price, as finally determined | the Government 
under the provisions of Article 3 hereof, is in excess of the purchase price of the 
Vessel determined by the Government at the time of d é d this ; ee 
ment is 1 erminated by the Buyer pursuant to Artic c) hereof, the Buyer 
shall pay promptly to the Government t! imount of ch excess th interest 
at the rate of three nd one-half percent ha ) per annum fro the d tl 
the sums muking up such excess were paid by the Commission or the Government 
to the dat f payment to the Government by the Buyer, provided, t} ‘ 
event that the amount of such excess exceeds the sum of 820.000, the Buyer shal 
(at the Duye option) either pay promptly to the Government (1) t tot 
amoun { h excess, with interest at the rate of three nd one-half percent 
(314° ry imnum as in this paragray provided, or (2) an amount equal t 
twenty-five percent (25°) of such ex wit] erest at the ra f thre 
and one-hal pereent Co . ) pe! innul S ! this paragr pl provided ind 
seventy-five percent (75 ) the nount of ch excess l ‘ 1 7 
to the amount of the then outstanding m gage notes as he a suc] 
notes. In the event that the sales p nally dete 7 he G I 
ment in accordance herewith, is less than the | of the Vessel detern ‘ 
by the Gove hn ni il the Titiie if cle ive \ n yess ive ) ‘ 
difference s] b pplie reduc n pro i to t! ! nding 1 
and such red nor) l s sha ef ctive f tl 
delivery f l note or notes to the Government and the difference in inte 
thereon sl to the « t paid, be refunded or credited In the ever } ( ! 
no outstunding notes, the difference shall be paid to the Duye the G ! 

(f) vi rnimen hall reimburse the Buver for tl Governmel ! 
that e 1K t (45%) of the expenditures made v the Buyer with 
the written approval of the Commission, the Maritime B lor the M tin \ 
ministration, and deemed by the Gove1 ‘ to be f: 1 re ‘ 
preparation of plan d specific if the Vessel tf dding ]} D} Ca 
determined | he G rnin t to be cha le to the Ve f ( 
the Vess s construction nd for vessel fur hit ‘ pplied t he 
Vessel by t ver, as approved by the Commission, the Maritime Board or thi 
Maritin \dministrati prior to purcha and otl cos ed ‘ 
Buyer for the onstruction of the Vessel, to the extent ppt ed by the ¢ 

ission Maritime Boar r the Maritime A inisti ‘ The | 
receive edit on the ish pavinents to | made t ! ( 1) 
to pra raphs (1 ind (¢c) ef Article 4 of the contra | ; 7 
and the Buyer (Contract N MCc—61469) for the s e ad 
to the Buyer, of an amount or amo Ss equal to the Buyer's share (550 ,) of the 
aforesaid expenditures of the Buys The Buyer's he 7 ECO! s] he 
available for the Government's audit of the expenditures referred to in this 
paragraph 

Arti le} Redete rmination of Nales Price ar © oO be ‘ he ¢ ve vy date 
of the Contractor’s Hull No. 1619, Commission’s Hull No. 2913, to the Buyer b 
the Government, or such later date as the Buyer the Gov Y agre 
upon, the Government may make a redetermination of the vess« ales ] ‘ n 
accordance with the provisions of the Merchant Marine Act of 1936, as ended 
as of the date of the Commission’s grant of the « istruction-d ‘ nt | 
to the Buve to aid in the construction of the Vessel] 

(b) The Buyer shall be permitted, prior to any redetern t < 
sales price iS] vided in this Article r¢ mine nad « me? 
information ¢ sidered | he stall o e Government (excen ‘ ‘ where 
deemed ad ble bv the Government. confidential sour d 
Ton) nad t it to the said staff | the 0 
and info ition on foreign shipbuild ( s the |] 
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te of the Government's 


(c) The Buyer, within thirty (30) days after the it 
Written notice to the Buyer of a redetermined vessel sales price may, by written 





notice to the Government, refuse to accept said redetermined price and may 
terminate this agreement. 

(d) In the event the Buyer terminates this agreement, pursuant to paragraph 
(Cc) nbove: 

(1) The Buyer, upon the completion in the United States of the voyage of the 
Vessel next succeeding the date of the Buyer's termination notice, shall redel , 
to the Government at a port in the United States, the Vessel, free and clea 
ill liens (excepting the lien of the mortgage of the Government) together with 
the vessel supplies, equipment and spares equivalent to those upon board the 
Vessel at the time the Vessel was delivered to the Buyer by the Government 
pilus those which were subsequently placed on board he Vessel or supp ied to 


ive! 
r of 


the Buyer pursuant to the Construction Contract or this agreement The sup 
ies, equipment and spares redelivered to the Government shall be in as good 


condition (less normal wear and tear) as the condition of said supplies, equip 
ment and spares at the time they were delivered to or supplied to the buyer 


) The Government shall repay to the Buyer all amounts paid by the Buyer 

| ve 
percent (550,) of the expenditures made by the Buyer with the written approval 
ft the Commission, the Maritime Board, or the Maritime Adminstration and 


m account of the vessel sales price and shall pay an amount equal to fifty-! 








al by the Governmen to be fair and reasonable lor the preparation of 
and specifications of the Vessel for bidding purposes (as determined by 
the Government to be chargeable to the Vessel), for inspection of the Vessel 
luring its construction, and for vessel furnishing items supplied to the Vessel 


by the Buyer, as approved by the Commission, the Maritime Board, or the 
Maritime Administration prior to purchase, and other costs incurred by the Buyer 
for the construction of the Vessel, to the extent approved by the Commission, the 
Maritime Board, or the Maritime Ad nistratior The Buyer's books und records 


shall be available for the Government's audit of the expenditures referred to 
in this paragraph 

(3) The Buyer shall pay to the Government for the use of the Vessel, for the 
period from the date that the Vessel is delivered to the Buyer by the Goverr 
ment under this agreement, to the date of the redelivery of e Vessel to the 
Government by t Buyer pursuant to this paragraph (4d an 


unt equal 





» eight and on If percent (S! ) per annum of the Gover redetet! 


ined sales price of the Vessel plus one-half of the Buyer's total net profits, as 
determined by the Goy rnment, it the oper: 





mination of such profit, there shall be included in the expenses of wh Vessel 
perations the fair and reasonable preoperating expenses of the Buyer, a leter- 
mined by the Government, applicable to the operatior f iid V« If the 
Duver operates the Ve =e] i! sequent to the redeliver date to the G ern nt, 
is provided for in this iragraph (qd), there shall be included in the expenses of 
perations for the period, prior to the date of such red very, only that po 
f such preoperating expenses as the Government dete nes to be allocable 
oO Said period prior to the date of redelivery 

ARTICLE 6. /) rane ) The Buye grees that f D f twer ()) 
ears from the date t t Ves le red t i he G ! nt 
ind so long as the Government holds a mortgage on the V« 1 or pays to the 


Buver an opel 





Vessel, whichever period is the longer, it will insure the Vessel and keep the 
same insured against all such risks as the Government may, from time to time, 
require, in an amount in dollars, in money of the 
tender for the payment of public and private debts, not less than the im of (1) 


the interest of the Buyer determined pursuant to the prov ns of subparagray 





(i) of this paragraph (a), plus (2) the interest of the Government determin 


pursuant to the provisions of subparagraph (ii) of this paragraph (a), pro- 

vided, however, if, at the commencement of a policy year the total amount of 

insurance procurable by the Buyer in the American and the British insurance 

markets and from the Government, to the extent that the Government is anthor 
ed to insure under the then existing laws, is less than the stim « l ’ 2) 

set out in this paragrapl nsurance to be secured } he I ! hn 

ear shall he applic first to eover the interest of t] B ‘ ed het n ) 
ind e® balance ! ‘ Ve! he nter { (a0 el s d ned 

herein), p led, however t the Government 1 e be 
nt v ol ! t ! ‘ } Ruver 1 (ov 

Spin 
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(i) The interest of the Buyer in the Vessel shall be such as the Buyer, prior to 








the commencement of each policy year, shall notify the Government, in writing, 
to be the amount for which the Buyer hes to insure and shall not be less 
than the greatest of the three following amounts: (1) the depreciated value 
the Vessel based on the cost to the Buyer determined under the formula « 
tained in General Order No, 24 of the Commission; (2) 110 percent of the ur 
paid principal of all ship mortgages on the Vessel at the time outstanding 
>) such percentage of the then full commercial value of the Vessel as t pul 
chase price of the Vessel to the Buyer hereunder bears to the total construc 
cost of the Vessel to the Government, excluding the cost of national defenss 
features, all as determined by the Government: provides howevel if 
event the total amount of insurance procurable by the Buyer, as in this Artic 
provided, is less than the sum of the interest of the Buyer s set out it 
ubparacrap! and interest f the Government . nos iragraph 
ii) following) nt the ¢ ernment does 1 dvise tl LS he Go 
ernment nierest si Lidl mot De red, the ! il f a ) 
I the Buyer upon its interest sh not be less than t i ul . 
more than the greatest of the an hts determined in ace ince W 
or (5) of this subparagraph, plus the value of the ves store nd 
(ii) The interest of the Government in the Vessel shall be the am ete 
mined by it prior t the commencement of each policy year, to I 
to contributions f the Government « re int of is aitrere 
sidy d cost of national defense features paid by t CrOVE ‘ 
tis with the construction of the Vessel, less depre 
b) 1 herwise required or permitted by Gover nt , il 
ance shall be as hereinafter specified 
(i) Navigating or port risk huil insurance nd ( ! nts of in ed 
value and other forms of “total loss o1 nee e per l f 
navigating or port risk hull insurance policie 
(ii) While being operated, hull insurance, under the form of p known 
as American Institute of Marine Underwriters for or under sue f 
of policy as the Government may approve, insuring e Vessel agail f 
risks covered by s h forn 
(iii) Wher nd while the Vesse Lid up I 1 of ‘ fore dt Y 
ing | ll or i] ss only j e) p t Sk II ( } 
risk policies approved tne Government 
(1 Protect n nd indemnity nsurance 
(v) Wart ] nsurance ft 1) extent rec ired | "@ ’ ‘ 
c) A nsurance required hereunder sl be taken ¢ nh thie f 
B or fer ( nt of whom it mav conce \ Si] rhe e |] i 
with ins ince Companies iInderwriters oclat l ‘ \ l > 
satisfactory to the Government. The insu ep ! he Ve 
pr vide tl t n the event of a actual or const f I 
tot ss of e Vesse the underwrite! shall yp: f t 
thi 71Y nt of tl nterest of the G ernmel deter! { ‘ 1 
wl } } Vesse is lost j pa t} t { tire ! I > I 
nee h the prov ons of the mortgage 
d) Conic of cover note nd policies d cert ‘ ‘ ! i 
nad inds nit R tio n connection wit ‘ f it 
hall be ad ered tf thre Mari rhe Ad LIst! \\ I) ‘ 
ippre land « aly 
e) The Buyer agrees to keep the premiu nd other rec 
nee I ! red hereu ler ful \ ] tid rhe Gover! en ee , I LE ss 
the Buver annually, in an amount equal to the insu! e cost 1 ! ned 
by the Government, p d by the Buye in excess of the which the B ‘ 
would have paid if it had insured only its interest, in order to procure the insut 
ance upon the Government’s interest, as herein provided 
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(h) The Buyer agrees that it will, at all times, comply with the current in- 
structions or regulations of the Government applicable to the insurance re- 
quired hereunder. 

ARTICLE f Rights wpon De fault by the Contractor Loss of Ve sscl hefore 
Completion.—(a) If the Contractor defaults in the construction of the Vessel, 
the Buyer shall have no rights against the Government fer damages which it 
may sustain on account of failure to deliver the Vessel or delay in such de- 
livery Upon the taking by the Government (in its discretion) of any action 
provided in the event of default under the Construction Contract, the rights of 
the Buyer shall be as follows: 

(i) In the Extent of Completion by the Government: If the Government, acting 
directly or through an independent contractor, completes the Vessel, the Buyer 
shall purchase the Vessel on completion and shall pay therefor the sales pric 
determined as provided in Article 3 hereof; provided, that there shall be no 
deductions from the sales price on account of delay in completion and delivery 
of the Vessel in excess of the applicant’s share as defined in Article 3 (a) (ii) 
hereof of the amount actually recovered by the Government on account of such 
delay In the event of such completion by the Government, adjustments shall 
be made for deficiencies and failure to meet the guaranties in the same amounts 

f the Vessel had been completed under the Construction Contract by the 
Contractor. Legal fees and other expenses incurred in taking possession of the 
Vessel and any property of the Contractor, or in taking of any other action 
related to the completion of the Vessel made necessary by the Contractor shall 
be included in determining the sales price of the Vessel. 

(ii) If the Government Does not Complete the Vessel. If the Government 
determines not to complete the Vessel, it shall give notice to the Buyer of such 
determination and thereafter the Buyer shall have no rights hereunder except to 
the return of its installment payments, as herein provided, without interest. The 
Government shall pay to the Buyer an amount equa! to the installment payments 
(without deductions for any credits given under Article 4 (f) hereof), theretofore 
made by the Buyer pursuant to Article 4 hereof, without interest, provided, how- 


] } f ft 


ever, the Government shall also pay to the Buyer from the proceeds of the sale 


as 1 


of the part ally completed Vessel, if so sold, and from any amounts recove red 
from the Contractor and its surety after deducting an amount equal to the cash 


payments made to the Contractor for work performed and after deducting the 
expenses of sale, the interest heretofore paid by the Buyer to the Government 
pursuant to Article 4 hereof. In the event the Vessel is not completed, the period 
for which the Buyer shall be obligated to pay interest to the Government, under 
the provisions of Article 4, shall not extend beyond the date that the notice of 


default is transmitted to the Contractor. The Government shall have no obliga- 





¢ ‘ 
tion to the Buyer on account of any loss, liability or expense incurred or paid by 


the Buyer by reason of the default of the Contractor or by reason of the Govern 


ment’s determination not to complete the Vessel. If, after default by the Con 
tractor, the Government shall, in its discretion, determine to se the Vessel, 
and if the Buyer becomes a purchaser at such sale, the payments made he 


Buyer (excluding payments of interest) previously made hereunder on account of 
the purchase price hereunder (and not repaid) may be credited on the ] 
price. 

(b) In the event the Government cancels the Construction Contract pursuant 
to Article 5 (d) thereof, the Government shall repay to the Buyer an amount equal 
to the installment payments (without deduction for any credits given pursuant 
to Article 4 (f) hereof) theretofore made by the Buyer pursuant to Article 4 
hereof, without interest, and excluding any interest paid by the Buyer to the 
Government pursuant to Article 4 hereof. The period for which the Buyer shall 
be obligated to pay interest to the Government under the provisions of Article 4 
shall not extend beyond the date of such cancellation. 

(c) In the event that prior to delivery of the Vessel there is damage or de 
struction of the vessel furnishings supplied by the Buyer, as provided in Article 
4 (f), and the Government does not cancel or terminate the Construction Con 
tract, the Government will, to the extent that such damaged or destroyed furnis 
ings are replaced, afford to the Buyer in an amount not to exceed the cost of such 
replacements the benefits of the insurance and assumption of risk provided in 
Article 16 of the Construction Contract. 

ARTICLE 8, Operation of Vessel (a) The Vessel shall remain documented 


n 


under the laws of the United States for not less than twenty (20) ve ; from the 
date of the delivery of the Vessel to the Buyer, pursuant to the te s of this 
agreement nd thereafter s ong as the mortgage or any of the notes secured 
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thereby shall be outstanding. Subject to the provisions of any applicable Operat- 
ing-Differential Subsidy Agreement now or hereafter in effect, the Vessel shall be 
operated only as follows: 


Passenger and fre ight service (trade route No. 10) 


New York to Naples and Genoa and return, or such other service between New 
York and the Mediterranean as may be mutually agreed to between the Govern- 
ment and the Buyer. 

(b) In the event the Vessel is operated other than in the service, route, or line 
above described, without the prior written consent of the Government, the Buyer 
will pay to the Government, as liquidated damages and not as a penalty, a sum 
computed at an annual rate of five percent (59%) of the construction-differential 
subsidy paid by the Government hereunder in connection with the construction of 
the Vessel for each year or portion thereof that the Vessel is so operated other 
than as herein provided. The rights granted to the Government under this 
paragraph (b) are cumulative and in addition to any other rights it may have at 
law or in equity, and the payment of liquidated damages on account of any de 
fault, as herein provided, shail not relieve the Buyer of its obligations fully 
ind faithfully to perform all the covenants, terms, and agreements on its part to 
be observed and performed 

(c) The Buyer will comply with all applicable provisions of Section 506 of the 
Act, as amended, and if the Vessel engages in the domestic trade while engaged 
in the above-described service, or in any other essential foreign service approved 
by the Government, or on a round-the-world voyage, or on a round voyage from 
the West Coast of the United States to a European port or ports, which includes 
intercoastal ports of the United States, or a round voyage from the Atlantic Coast 
of the United States to the Orient, which includes intercoastal ports of the United 
States, or on a voyage in foreign trade on which the Vessel may stop at an island 
possession or island territory of the United States, the Buyer will repay annually 
to the Government such proportion of five percent (59) of the amount of con- 
struction-differential subsidy granted hereunder by the Government for the con- 
struction of the Vessel, determined in accordance with Article 3 hereof, as the 
gross revenue derived by the Vessel from the domestic trade bears to the gi 
revenue derived from the entire voyages completed by the Vessel during 
preceding vear., 

(d) If the Government shall, at any time, consent in writing to the temporary 
transfer of the Vessel to service in the domestic trade for pel ods not exceeding 
six months in any one vear, the Buyer agrees to pay to the Government upon 
such terms and conditions as the Government shall prescribe, and in addition to 
any amounts due under the preceding paragraphs of this Article, or in this 
agreement, an amount which bears the same proportion to the construction- 
differential subsidy paid by the Government hereunder as such temporary period 
bears to the twenty-year economic life of the Vessel. 

(e) In the event that the national defense allowance covering the cost of the 
excess speed (the difference between 40,700 shaft horsepower and 55,000 shaft 
horsepower) is not disallowed or disapproved by the Comptroller General, as 
provided in Article 3 (a) hereof, the Buyer agrees that it will not operate the 
Vessel upon a schedule calling for the use, upon a sustained basis, of power in 
excess of 40,700 shaft horsepower, and if the Buyer operates the Vessel upon 
a schedule calling for the use, upon a sustained basis, of power in excess of 
40,700 shaft horsepower, the Buyer will repay annually to the Government such 
proportion of five per cent (50) of the construction cost of the difference between 
40,700 and 55,000 shaft horsepower, as determined by the Government, as the 
number of months in which the Vessel is operated upon a schedule calling for 
the use, upon a sustained basis, of power in excess of 40,700 shaft horsepower 
bears to twelve (12) months. 

(f) In the event that the national defense allowance covering the cost of excess 
speed (the difference between 40,700 shaft horsepower and 55,000 shaft horse 
power (is disallowed or disapproved by the Comptroller General, as provided 
n Article 3 (a) hereof, or said national defense allowance is not allowed in 
the redetermined sales price made by the Government pursuant to Article 5 
hereof, the Buyer’s agreement set out in paragraph (e) above shall be without 


oss 


the 


effect. 
(x) In the event that action of the Comptroller General or the Government, 
referred to in paragraph (f) above, has the effect of approving a national defense 


‘ 


allowance for excess speed as the cost of the difference between a shaft horse 
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power in excess of 40,700 shaft horsepower and 55,000 shaft 
Buyer's agreement set out in paragraph (e) above shall be mod 
for 40,700 shaft horsepower when used in said parag 
excess of 40,700 shaft horsepower 


horsepower, the 


; 
1Le 





fied to substit 





raph, said horsepower in 


(h) The foregoing provisions respecting documentation and operation shall 
run with the title to the Vessel and be binding on all owners thereof, excepting, 
however, the United States or any subsequent transferee thereof. 

ARTICLE 9. Requisition of Vessel (a) If the United States shall 


l acquire 


ownership of the Vessel through purchase or requisition after delivery hereunde: 
to the Buyer, the Buyer shall be paid therefor the value thereof in accordance 
with Section S02 of the Act 

(b) For the purposes of this Article, the value of the Vessel shall, in no 
gether with the 
actual depreciated cost of capital improvements thereon, but excluc 
of those national defense features, the entire cost of which 


event, exceed the actual depreciated construction cost tl 


ting the cost 
s paid by the Goy 
ernment) less the depreciated amount of construction-differential subsidy there 
tofore paid incident to the construction of the vessel, or the fair nd reasonable 
scrap value of the Vessel, as determined by the Government, whichever is great 

It is agreed that such determination shall be final. In computing the 


l depre 


ciated value of the Vessel, ds prec ation Shall be computed oh the Vesse on the 


schedule adopted by the Bureau of Internal Revenue for income tax 


(c) The foregoing provisions respecting the requisition o1 


purposes 
e acquisition oO 
ownership by the United States shall run with the title to the Vessel and be 
binding on all owners t] 4 


’ f 
ereol 


ArricLeE 10. Transfer of Rights to Buyer—The Government agrees that the 
Buyer shall have all the rights conferred upon the Government, subject to the 
obligations thereof, by the provisions of the Construction Contract relating to the 


Vessel which, by the | 


‘rms thereof, would be operable in favor of the Government 
as Owner from and after the time of comy letion and delivery of the Vessel Dy 
{ 


he Contractor to the Government if the Government remained the Owner thereof 
The Government agrees that the Buyer shall have all the rights of the Govern- 


ment, subject to the obligations thereof, under the provisions of the Commission’s 


or the Maritime Administration’s purchase orders covering purchase of mater 
als and equipment, if any, furnished to the Vessel by the Commission or by 
the Government. The Government further agrees to execute all instruments re 


ques ed by the Buver to effeectunte such transfer of rights 
ARTICLE 11. Actions and Determinations of the Government Where this 


agreement provides for the making of a determination or the taking of an action 
by the Government, such determination shall be made, or such action shall be 
taken by the Maritime Board or by the Secreary of Commerce or 


Lhe ree 








his delegate, 





as the case may be, as authorized under the provisions of 
No. 21 of 1950. 
ARTICLE 12, Officials Not to Benefit Nor be Employed No member of. or dele 


gate to Congress, nor Resident Commissioner, shall be admitted to any share or 


Reorganization Plan 


part of this agreement or to any benefit that may arise therefrom, except as 
provided in Section 116 of the Act of March 4, 1909 (35 Stat. 1109), nor shall 
any member of, or delegate to Congress, or Resident Commissioner, be employed 
by the Buyer either with or without 


or director. 





compensation, as attorney, agent, officer 


IN WITNESS WHEREOF, the parties hereto have executed three original counter 
parts of this agreement as of the day and year first above written, with the intent 


dently of the others; 


that each of them shall have full force and effect indepen 
ull performance of one shall be deemed full performance of all 


but f 





FEDERAL MARITIME BoArpD 
By E. L. Cocnrane, Chairman 
Attest: 


A. J. WILLIAMS, Secretary, 


AMERICAN EXPORT LI Ss, IN« 


By J. E. Suater, President. 


Attest: 
Approved as to form: 
EF. S. WALKER 
General Counsel, Federal Maritime Board 
Admiral Cocurane. The President’s recor 101 tl 


i) ia orrelative action was ul cle rstood to mean tf it no new under- 


1 respect 
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] rh . ] ] P | 
taking to pas operating subsidy Sho ila be Pricecie intr] the problems 
. i * A 
] } +». } | | ] } 
raised by the construction s ibsidies should be resolved. I) oraer to 
comply with this understanding, Export’s operating-subsidy agre 
ment of June 6, 1951, exhibit 12, provides that, if Export fails to 
} , be ° } 
accept the Board’s redetermination of the sales p1 Cs OTrthe twos } 
then its operating-subsidyv contract as to al DS V tern t« 
I ; 

utomat von December L, a : If Expo } Clie 
opera he T)s iV contract extend | ey Clibel 

luxhib No. IY ie is follow \ 
\ AN Ey I I 
i [ ‘ Ni } \ } 

GENTLEMEN Contract No. FMB—1. exe ted ‘ } 
American | port Lines, In has been exec ed b 
understandings 

The t within which the Board is t ( ‘ er . i 
mm ition ¢ ‘ 1) eS ¢ t! Vesse / } ; ! 
referred ! irticl of contracts Nos. M€c—61468 \L if 

ragrapl > ind of the ette 0 january S&S hol ‘ \ n | port | 
In to tl (} rinan <« the Federal Mar e | ird a hit ! 
Board } ( plete S Caminat " hie ( r)~ ' liffers < 
sidies granted Export for the reconstruction and reconditioning of. t! essel]s 
known us the Four Aces as referred to in paragraph 5 of said letter of Janu 
8S, 1951, is extended by mutual agreement to 120 days afte he d very date 
the S. Ss. titution, and in the vent f ire b he Government to re 
determine the sales price of the vessels Ind ) ad ( tion Dy sucl 
date or such later date as may be mutually agreed upon Export’s remedy sha 
be termination of the vessel’s sales contracts in tl! same manner nd withir 
the same time as would have been availabl to Export upon rejectior f 
determined sales price 

Notwithstanding any provision of contract No. FMB-—1, the Board 
promptly to Export 60 percent of the fir ‘ enta bsid ites incor ‘ 
therein for the vears 1948 and 1949 and 50 percent of such final or te tive rate 
for the year Leo 

Otherwise the agreement between Export and the Board evideneed h } ‘ 
change of letters of January 8 and January 11, 1951, shall remain in effect e) 
cept as to matters as to which provisions of contract N EMUB-1 are affirmative 
inconsistent with the corresponding | sions of s ette 

Very truly yours 
A. J. WILLIAMS, 
) f 
Yr. Ss. W I 
Acct ed 
AMERICAN Expo LINES, IN 
By C. J. KIn 
C a ] 
Contract No. FMB-1 
FEDERAL MARITIME BoArp 
OPERATING-DIFFERENTIAL Supsipy AGREEME?D 
AMERICAN Export LINEs, IN‘ 

CHIS AGREEMENT, made by and between the UNIrep STates or AMERICA (here 
called the “United States’ ), represented b the KF: L M I M I} ‘ 
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sidy Agreement dated January 24, 1988, providing for the operation on the 
routes therein described, subject to all the terms and conditions therein set forth, 
of the vessels described therein; 

2. Pursuant to the Act, the said 
time to time been modified and amended; 

3. Operations under the said agreement of January 24, 1938, as so modified and 
amended, were interrupted by reason of World War If within the meaning of 


agreement of January 24, 193S, has from 


the said agreement; 
$. With the consent and authorization of the Commission, the Operator, begin- 
ning January 1, 1948, resumed subsidized operations on the services, routes and 
lines referred to herein subject to the terms and conditions hereinafter set 
forth ; ‘ 
5. Reorganization Plan 21 of 1950— 
(a) transferred to the Board, among other functions of 
the functions of the Commission with respect to making, amending and ter- 
the case of an operating-differential 


the Commission, 


minating subsidy contracts, including, 
subsidy contract, the contract with the subsidy applicant for the payment of 
the subsidy, and the functions of the Commission with respect to conducting 
hearings and making determinations antecedent to making, amending, and 
terminating such subsidy contracts except the making of determinations 
and the taking of actions (other than amending or terminating any such 
subsidy contract) which are involved in administering any such subsidy con- 
tract, providing further that actions of the Board in respect to the functions 
so transferred to it shall be final; 

(b) provided that in administering 
guided by the general policies of the Secretary of Commerce with respect to 


such functions the Board shall be 


such functions ; 
(c) transferred to the Chairman of the Board all functions of the Chair- 
(including his functions under the provisions of 


man of the Commission 
functions of the Com- 


Reorganization Plan No. 6 of 1949) with respect to 
mission transferred to the Board by Reorganization Plan No. 21 of 1950: 

(d) established in the Department of Commerce a Maritime Administra- 
tion, and, at the head thereof, a Maritime Administrator to perform such 
duties as the Secretary of Commerce shall prescribe ; 

(e) provided that the Chairman of the Board shall, ex offi 
time Administrator ; 

(f) provided that functions of the Commission 
the Board or to the Chairman of the Board are trans- 
roin time 


the 


‘io, be the Mari- 


and of its Chairman not 
transferred to 
ferred to the Secretary of Commerce and that the Secretary may 
to time make such provisions as he shall deem appropriate authorizin: 
performance by the Maritime Administrator of any functions so transferred 
to the Secretary ; 

6. The Maritime Administrator has determined that the following services, 
routes and lines, including the number of sailings and the types of vessels speci- 
fied, are and at all times material hereto have been essential for the promotion, 
development, expansion and maintenance of the foreign commerce of the United 
States: 

(a) the services, routes and lines described in this agreement as com- 
prised in Lines A, B, C, and D, Trade Route 10, and Line EF, Trade Route 
18; 

(b) the operation of a vessel of type P2—S—2—-R10 (comb.) in not less 
than 10 and not more than 15 sailings annually between New York and, until 
October 1, 1949, ports in the Western Mediterranean Sea, and thereafter, 
ports in the Mediterranean Sea with the privilege of calling at the Azores, 
ports in Portugal, and Gibraltar, and, after February 1, 1951, the privilege of 
calling at Halifax except for passengers or cargo to or from United States; 
and 

(c) the operation of two vessels of type P3-S2-DL2 in not less than 24 
and not more than 30 sailings annually between New York, Naples, Genoa, 
and Cannes, with the privilege of calling at the Azores and Gibraltar: 

7. Relying in part on warranties and representations of the Operator, the 
Board has made the necessary determinations and findings, and has entered 
formal orders, all as required by the Act and other applicable law: 

Now, THererone, the said agreement of January 24, 1938, as heretofore 
amended and modified, is hereby terminated, effective as of December 31, 1947 
(reserving, however, any claims thereunder by either party as against the 
other), and, in consideration of the premises, the parties hereto agree as follows 
(effective as of January 1, 1948, unless otherwise specifi ally provided herein) : 
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[-1. Agreement of Parties.—The United States agrees to pay to the Operator 
an Operating-Differential Subsidy determined as hereinafter set forth, and the 
Operator hereby agrees during the term of this agreement to operate the vessels 
hereinafter named on the berth services hereinafter designated, all in accord 
ane with the terms and conditions in this agreement contained 

= 4 Descr ption of Subsidized Services: Re quire d Satlings (a) Each year 
during the period of this agreement subsequent to December 31, 1947, the operator 


shall make the outward sailings indicated below upon the berth services de 


scribed hereunder Provided that such sailings sha be reduced j the vear 
preceding the termination date of this agreement deter ned in accordance 
with Article I-11 hereof) by eliininating sailings on yovages which, accord 
ing to schedules established in accordance herewith, would no e Col pleted by 
said termination date 
(b) Such sailings shall be upon sailing schedules nehin essels, dates 
ports of call, and other particulars as required) approved by e United States 
With the prior approval of the United States in each case, granted pro uch 
terms and conditions as the United States shall prescribe, the Ope tor may, on 
inv voyage of : sidized vess vary the utes described [—< 
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ment « pa ents té be Operator Ha be rrived e method 
rrescribed in Section 606 (1) of the Act 
(f) The deseription of the services, routes, and gs required 


hereon shall be as follows: 


Line A North African Service (Trade Route 10) 


n Roads, Virgin and ports in North A ( Western 
ndar if Kgypt;: with the privilege ‘ t& ports in P ra 
Spanish Atlantic por south of Portugal, Spani Mediterranean p Adriat 
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Sailings per annuy Minimum, 22 iX um, the I ( x for 


Line A and Lines B, C, and E below is 104 
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Lin B West Coast of Italy Service (Trade Route 10) 

Between United States North Atlantic ports (Maine to and including Hampton 
Roads, Virginia) and ports on the West Coast of Italy and in Mediterranean 
France, and Adriatic ports on and after January 1, 1951; with the privilege of 


ealling at Gibraltar, ports in Portugal, Spanish Atlantic ports south of Portugal, 
Spanish Mediterranean ports, Adriatic ports, and Sicily, and with the further 
e offers, of calling at any other ports within the limits of 


{} 


privilege, when tra 
Lines A, C, and D, as herein describe 

Sailings per annum: Minimum, 22; maximum, the combine maximum for 
Line B, Line A, above, and Lines C and BE, below, is 104 
I ine ¢ Bl if k sed ser ce 4 Trad R yute 10) 

Between United States North Atlantic ports (Maine to and including Hampton 
Roads, Virginia), and ports in Turkey and the Black Sea, and in the Eastern 
Mediterranean Sea (from the northern entrance of Suez Canal to and 
including Greece) ; with the privilege of calling at Gibra 
Spanish Atlantic ports south of Portugal, Spanish Mediterranean ports, Adriatic 
ports, and Sicily, and with the further privilege, when traffic offers, of calling 
at any other ports within the limits of Lines A, B, and D, as herein described, 


Sailings per annum: Minimum, 22; maximum, the combined maximum for 


tar, ports in Portugal, 


g 
Line C, Lines A and B, above, and Line E, below, is 104 
Line D \lerandria Express Service (Trade Route 10) 

Between United States North Atlantic ports (Maine to and including Hampton 
Roads, Virginia) and French Mediterranean ports, ports on the West Coast of 
Italy, Egypt, Palestine, Israel, Syria, Lebanon, and Greece; with the privilege 
of calling at the Azores, Sicily, Adriatic ports, ports in Portugal, Spanish Atlantic 
ports south of Portugal, Spanish Mediterranean ports, Gibraltar, and Island ports 
in the Mediterranean Sea, and with the further privilege of calling at Turkish 
ports on and after October 1, 1950. 

Sailings per annum: Minimum, 24; maximum, 26 


Line B India Service (Trade Route 18) 


Between United States Atlantic ports and (via the Suez Canal) ports in the 
Gulf of Suez, Red Sea, Gulf of Aden, Pakistan, India, Ceylon, and Burma; with 


the privilege of calling at ports in Egypt, Palestine, Israel, Syria, Lebanon, and 
North Atlantic Canadian ports (but not for cargo to o1 om the 1 ted States), 
and with the further privilege, when traffic offers, on and after November 1, 


1949, of calling at any other ports within the limits of Lines A, B, C, and D, as 


herein described. 
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(b) No subsidized vessel shall, without the prior approval of the United States 
in each case, granted upon such terms and conditions as the United States shall 
prescribe, be operated upon any service other than the subsidiz 
Operator. The Operator shall have the privilege of transferring its cargo ves 
sels, whether owned or chartered, between Lines A, B. C, D, and E for approved 


ed services of the 


voyages of any of said Lines. 
The Operator agrees that, so far as practicable, it will comply with the require 





ments of the United States with respect to inventories and surveys of such 
vessels prior to their transfer between Lines A, B, C, D, and I with the under- 
standing that in the event such surveys and inventories are ot made, there 
shall be such adjustment of subsidy payments W th respect to the tral sferred 
wesse! us may be deemed appropriate by the United States 
I—t (a) Determination of fymount of Subsidy The United States has deter- 
mined that there shall be paid to the Operator, as operating-differential subsidy, 
pursuant to Section 603 (b) of the Act, subject to all the terms of this agree- 
ment nnd effective as of January 1, 1948, sums not exceeding the excess of the 
fair a reasonable cost of insurance, mnaintena epail ot compensated by 
Wages and subsistence of « e! ( . ina I ‘ ‘ of 
‘ ‘} whi ited States s al é ddr or 
su isi tage comp I ‘ oreign 
he I ( ed t ie oO rat { ‘ te I ry 
! ‘ ( ils eel ( i ( sonable 
ime item of expense (after ded g eretre vy estimated 
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e 1 try o ! ‘ ( 5 Ose netitors of 
‘ s { \ t ) ~ 
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P 
Wages of officers a ‘ S { l ents req d by ul 
e penstl ( ploy ent I | > 0 
Subsi ct office l crews (beg ing J 4 1. 64 
>» Line B—W t ¢ tofl Nerve i R / I | ed 
voyages yr cil mad ‘ January 1 HS t is and 
condit Sa L\ ) mined pu l oO AI I { I ) up 
I ds I Vess $ yned | Article 1 (2 ere ot \ ‘ h 
Line B—West ¢ f Italy Service I e Ri e 10 
Percentage of Unit ad Ntate CO t repre sen} f ( ; 
Wages of officers a crews (including payments required by w to assure 
old-age p ions nemployment insurance or sin be fits 1.0 
Subsistence of office! ind crews (beginning Ju 1, 14s ». Th 
(3) & ( Black Sea Service (Trade Route 10 I proved voyages com 
mencing on and after January 1, 1948, and, upon such terms and conditions as 
may be determined pursuant to Article Il L (i hereof, for lay-up periods, of 
OSSE ned by 1-8 (a) hereof to the service embra L, ( Black Sea 
Service (Trade Route 10): 
P (J¢ f U9 ed S les ¢ sf? p ‘ ‘ ( ( ‘ { 
Wages of officers and crews (including payments required by law to assure 
nelits) ot. 0 


old-age pensions, unemployment insurance or similar be 
Subsistence of officers and crews (beginning July 1, 1945) 21.4 
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4. 


(4) Line D—Alerandria Express & Trade Route 1 For approved 
voyages commencing on and after January 1, 1948. and, upon such ter rnd « 
ditions as may be determined pursuant to Article Il-21 (¢) hereof, for lay-up 
periods, of vessels assigned by I-38 (a) hereof to the service embrace n Line I> 
Alexandria Express Service (Trade Route 10 

Percentage of United States cost representing ercess ove fr) 1) ; 
Wa ! t 
Rut t } 1 ‘ 

(5) Lined India Service (1 de Route 18) For approved voyages mmen 
ing on and after January 1, 1948, and, upon such terms and nd Sas may 
be determined pursuant to Art cle II 21 tc) hereot, for iis 1] per (i t t 
ISS] t I-38 | ) hereof to the se e embrac Lit aa 
sel t i R ite 18) 

/ / f N py ) ( 
Wages of officers and crew ( cluding payments required . 

old-age pensions nemmployment insura rile venefil 0 
Subsistence of officers and crews (beginning July 1, 194s tS 

(6) Tine ( e-Constitution” Passenge s Ce Trade R el lor 
approved voyages commencing after January 1, 1948, and, up . terms and 
conditions as may be determined pursuant to Article II-21 (c¢) hereof, f up 
periods, of vessels assigned bv Article r—w5 ) hereof to tl ery  ¢ by 1 it 
the INDE PENDENCE-CONSTITUTION passenger service ry e Re ‘ ( 

] ] ted Ntates cost pre CTCCOS ( he 
Wages of officer d crews (including payments required by law to assure 

old-age pensions, unemployment insurance, or similar benefits) no. 0 

(7) LAGUARDIA Service (Trade Route 10). For approve lLvovig mime 
ing after J iry 1, 1948, during the period as extended of the rt 1] 
vessel LAGUARDIA (Contract No, MCc—61727), and, upon ht s and 
ditions as v be determined pursuant to Article II-21 (c) here 
periods, of the vessel LAGUARDIA assigned by Article 1 ( ‘ ! 
service embraced in the LAGUARDIA service (Trade Route 10 

Percenta United States cost rep ) ere c 
Wages of officer nd crews (including payments required by law to assure 

old-age pensions, unemployment insurance, or similar benefits) 7.0 

(b) The operating-differential subsidy rates incorporated herein are te! tive 
only and not final Final rates shall be determined by the United States as 
soon as practicable, and thereupon such final rates shall be incorporated herein 
in lieu of such tentative rates Until such final rates are determined the Opera 


tor shall be entitled to receive, pursuant to Article TI-23, hereof, 


75 percent of the subsidy payable during each calendar year with respect 


proved voyages terminated during such year. Without prejudice 
} } 


rights of the United States and the Operator, there shall also he 
sidy payments for the calendar years 1948, 1949, and 1950, sufficient, 


of the Bourd, to cover any additional amounts the Board may 


the United States by the Operator as a result of the Board’s pending 1 


} 


net 


to 


inh 
find 


more than 


the 


) 


( 


to ap 


NIsting 


withheld sub 


opinio! 


he cue 


mination of amounts allowable as construction-differential subsidy f the re 
construction of the vessels Exocnorpa (ex-DAUPHIN), EXCALipur (ex-DUCHESS) 
ExXcCAMRI ex-QUEENS) and EXerer (ex-S iy s being expre ndersi ood 
that the Operator denies anv liability t the United St i! here 
with. Th \r e I-4 (b) shall not affect any rights of the 1 d 

Operator, as to u review and read rai of | raat ul UM 


(1) of the Act. 
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ii 


Subsidy payments for any approved voyage on which the vesst has deviated 
from the contract route on which the voyage was commen ed shall be adjusted 
in such manner as the United States may determine 
d) In any case where a vessel assigned by Article I-83 (a) of this agreement 

I ’ age ll at ports of more 


to Lines A. BR. and C, Trade Route 10, shall on any voyage call a 





than one of said lines, the operating-differentia ibsidy payable for such voyage 
shall be at the lowest differential rates applicable to the respective t pe of vessel 
for anv of the said lines at whose ports calls were mad Che foregoing shall 
be without prejudice, however, to the 1 nited States hereafter, 11 h so elect, 
ibstituting composite rates for said lines or taking such her a n as may 
de ybe it cordance th applicable las 
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not formally incorporated in said agreement. Such deposits of depreciation and 
proceeds of sale or loss of vessels shall be subject to withdrawal from the 
capital reserve fund only for the purposes stated in the Act and this agreement, 

(b) No capital shall be considered as having been necessarily employed in the 
business of the Operator. 








(c) No deposit of profit with respect to operations during such period shall be 
required to bel ude inthe pecial reserve lund 
(dl) With respect to the calendar year 10942, the reserve fund and recapture 
provisions of the agreement of January 24, 1958, as amended, shall be deemed 
applicable to earnings from the subsidized operations actually carried on during 
such year and from services incident to such subsidized services, a as determined 
by the United States; Provided, That any deposits of 1942 earnings actually 
made with the msent of the United States, but not required under tl para 
gray be treated as approved voluntary deposits which the Operator shall 
not withdraw, except in accordance with the provisions of this agreement 
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shall so require, also to include the successor or successors, unde! Reorganiza 
tion Plan No. 21 of 1950 or otherwise, to the function or functions of the Com- 
mission in connectin with which such reference is made. 

(b) Execution of this agreement on behalf of the United States shall con- 
stitute the written acknowledgment required by the provisions of Paragraph 
(e) of Article Il-21 hereof. 

(c) Notwithstanding anything in this Part I or Part II to the contrary, the 
n the definition 
forth in 
Liore- 


Operator agrees to accept any changes by the United States 
of the term “Capital Necessarily Employed in the Business” as set 
General Order 71 of the Commission, including without limitation of the 
going, changes with respect to the effective date of said definitior 

(d) The Opertor agrees that the said Part Il of this agreement shall be modi 
fied in the form prescribed by the United States in order to provide for a periodic 
review by the United States to assure the maintenance on the part of the Oper- 
ator of the ability, experierice, financial resources and other qualifications 
necessary to enable the Operator to conduct the proposed operations of the 
vessels covered by this agreement as to meet competitive conditions and promote 
further to give effect to undertakings given by 


its vessels’ services, 


foreign commerce and in order 
the Operator to conduct its operations with respect to 
routes, and lines in the most economical and efficient manner, and 
to give effect to the purposes and policy of the Act. 

In Witness WHeEkeor, the parties hereto have executed this agreement in 
quintuplicate on the 6th day of June 1951, effective as of Junuary 1, 1948 
"NITED STATES OF AMERICA, 


ot herwise 


I 


|} SEAL | I 
By: Frperat MArrrIMe Boakp, 
By (Signed) A. J. WILLIAMS, 
Secretary. 
Attest: (Signed) R. L. McDona pb, 
issistant Necretary. 
[SEAL ] AMERICAN Export LINES, IN« 
Vy (Signed) C. J. KINNEY, 
Seeretai Treasurer. 
Attest (Signed) S. GRuDIN, 
issistfant Ne etary 
Approved as to torm 
(Signed) F. S. WALKER 
(Signed) J. H. DovauHerry, 


General Counsel, Federal General Counsel. Federal Maritime Board. 


Admiral Cocnrane. The foregoing clauses of the formal contracts 
grew out of discussions between the Board and Export’s representa- 
tives in early January with respect to the problem of finding some 
practical method whereby the Board could comply with the congres- 
sional committee’s recommendation and the President’s instructions 
and also get the steamship Jndependence into operation. As a result 
of these discussions Export submitted a letter to the Board under 
date of January 8,1951. (See exhibit 13.) 

sy letter of January 11, 1951, exhibit 13, the Board accepted this 
proposal with some minor qualifications relating to the operating sub- 
sidy aspects of the problem. The foregoing is the basic arrangement 
which was embodied in the two formal vessel sales contracts of January 
11, 1951, and the operating differential subsidy agreement of June 
6, 1951. 

(Exhibit 15 is as follows:) 

JANUAnY 11, 1951 
AMERICAN Export LINEs, INC., 
39 Broadway, New York, N. ¥ 

GENTLEMEN: Reference is made to your letter of January 8, 1951, a copy of 
which is attached 

Due to the lack of time within which to prepare a detailed reply to your letter, 
with particular reference to your operating subsidy contract, it will not be 
possible to go into the detail that would be desirable under normal circumstances 

Subject to your executing the sales contracts applicable to the steamship 
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Independence and the steamship Constitution drawn up as a result of your letter 
under acknowledgement and subject to the explanatory or qualifying remarks 
that follow, the proposals contained in your letter are accepted. 

In addition to the modifications proposed in paragraph 5 of your letter, your 
operating subsidy contract, dated January 24, 1938, will be amended (a) to 
incorporate Standard Part II, subject to any changes the Board may make 
in General Order No, 71, and irrespective of any contrary provisions in the 
memorandum addressed to the Commission on April 6, 1949; (b) to include 
the four so-called Shepard vessels without, however, authorizing any change 
in the maximum and minimum subsidized voyages, provided for in recom- 
mendation of April 6, 1949; (c) to include standard articles in part I of the 
contract in regard to “adjustments under Merchant Ship Sales Act” and “outport 
services,” and (d) to include other minor changes, not hertofore authorized by 
the Maritime Commission or the Board, that may be mutually agreed to prior 
to the execution of amendment of said operating subsidy contract 

Tentative operating differential rates as to “wages, officers and crew” for the 
cargo vessels and the Four Aces and “subsistence,” if practicable, as to the cargo 
vessels in the Mediterranean service, will be included in the proposed amend- 
ment to your operating subsidy contract. It is believed that these tentative rates 
will be available for such purpose within 60 days. Tentative rates on the other 


subsidizable items for the above-described vessels and on a items for your 
other subsidized vessels and final rates for all your vessels will be determined, 
ind payments in the percentages of such rates as set forth in your letter will be 


made, as soon thereafter as practicable 

As to transfers from your special reserve fund to your capita 
withdrawals will be authorized by the Administrator, upon request, to the extent 
required to furnish the capital reserve fund \ ith eet the 
obligations of your company in connection with the acquisition of the steamship 
Independence and the steamship Constitution, provided that it is understood that 
the balance in said fund, as soon thereafter as feasible, will be increased to 
an amount equal at least to 5 percent of capital necessarily employed the 


business 


funds suflicient to m 


Admiral E. L. COCHRAN! 
Chairman, Federal Maritime Bo rd, 
Was] gton 25, D.C 





DEAR ADMIRAL COCHRANE: Referring to the conversation in ye iflice in re 
gard to the delivery of the Independence and the Steamship Consti 
tution, the American Export Lines, In makes the following prop. to the 
Federal Maritime Board: 

1. American Export Lines, Inc., will take delivery on their respect lelivery 


date of the Steamship Indepe rdence (now scheduled for J mMuary 11 M51) and 
the Steamship Constitution (now estimated to be some date in June 1951) under 


the conditions of the proposed sales agreements covering these vessels. American 
Export Lines, Inc., will operate the Steamship /ndependence and the Steamship 
Constitution on the schedules now proposed 

2 The Federal Maritime Board will pay promptly Amer n Export Lines 
Inc., the amount reimbursable to the American Expert Lines, Inc., for bidding 
plans and specifications, inspection, supplies and furnishings and other items of 
cost, pursuant to the terms of the proposed sales agreements, thin the limits of 
the applicable approved budget ; 


3. American Export !.ines, Inc., agrees to a reapprats and redetermil on 
of the sales prices of said vessels, under the terms of the Merchant Marine 
Act, 1056, as amended, subject to the following conditions 


(a) The Federal Maritime Board will compiete its reapp! ! and redetermi- 
nation on or before the delivery date of the Steamsnip Constitution o ich ter 


date as may be mutually agreed upon ; 
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(b) American Export Lines, Inc. will be permitted, prior to the Federal Mari- 
time Board’s final determination, to examine and comment upon all the data and 
information considered by the Board’s staff (excepting, however he source of 
confidential data and information) and to submit such additional information 
and data on foreign shipbuilding costs as it may desire; 

(c) American Export Lines, Ine., within 30 days after e date of notification 


of the sonrd ’s redeterm ned vessel sales prices, shall h ve the opt oO! of re- 
jecting the vessels’ sales prices as reappraised and redetermined y the Federal 


L. 
, 


Maritime Board and of terminating the sale t , 
termination, the American Export Lines, Inc., will reconvey and rede 
the Federal Maritime Board the vessels free and clear of all liens (excepting the 
lien of the Board’s mortgage) upon the completion of tl respect 
next succeeding the date of said notification, and the Federal Maritime Board 
will pay to the American Export Lines, Inec., all amounts paid by said company 


on account of the sales prices of the vessels and of an. nterest naid there 1 and 


within the approved budget limits, the amounts paid by Americ: Export Lines, 
Inec.. for its own account for bidding plans and specifications, Inspection, sup 
plies and furnishings, and other items of cost, pursuant to the terms of the 
sales agreement. American Export Lines, Inc., will pay to the Federal Maritime 
Bonrd for the use of the vessels for the period from t dat of Cil respecti e 
deliveries to the dates of their rede ery an an nt equ te p nt per 
annum of the Board’s redetermined sales } es of the f 
of the prot of Ame! 1 Export Lil Inc., il such vessels 
pre vi le l weve t { n the ¢ ( i nh ¢ such } i i le 
preopel ng expenses ap] ble e opel ons i : sha aken 
into account, 

t- In the event the American Export Lines, Inc ecepts and pays the vessels’ 
sales prices as redetermined by the Federal Maritime Board, the ope ng-dif- 
ferential subsidy contract of the American Export Lines, Inc., shall be modified 
and extended in accordance with the Maritime Commission action of August 10, 
1948 

} of 
oy d el ! ( r t g-dif 
ferenti subsidy reeme date Jar 24 1938 ’ ord 
i e with the te ( nders os re } 1 il g f vyeen Ame 
it Export Lit [1 ! ( f e . prior 
t l ] f ‘ ‘ ) 
and the t ( 4 ‘ ‘ ri he 
Maritime ¢ e | Divis ! 
dated Apr LS ‘ pting fro1 ( ( l 
randum tire recomienaathl or ti h ence l 
su id oT ‘ } t ! ‘ I 3 
Vesst which date sl Derce ( 1, 1952) bse 
quer l of tl \Miar e ( ! Lol l | i ! the 
Maritime Adminis m relating to the S dard I I, tl essels 
owned or cha red by American Export Lin I ( ( igent 
Sa resulup hall a mn the operation « » 7 j ( 
a | ] ( f f ( I l Mua 1} re a ( é 
promptly tl operating-differential subsidy rates na Os e, otherwise 
tentative) for the vears 1948, 1540), : d 1950 and pay pl } v to American 
Export Lines, Inc., 60 percent of such final or tentative rates for the years 1048 
and 1949 and 50 percent of such final or tentative rates for the year 1950. The 
Federal Maritime Board consents to the transfer from the spe | reserve fund 
of American Export Lines, Inc., to its capital reserve fund of such amounts as 
are required to furnish the capital reserve fund with funds suflicient to meet the 
obligations of American Export Lines, In hich are charges against said 

capital reserve fund American ] rt Lines, Inec., notes th the Federal Mari 
time Board wishes to postpone payment of the | nee of the amour mavable 
under such contract pending the final determination of ‘app ible erating 
differential subsidy rates a pending the reexam ( nstru 
differential subsidies granted 1 American Export I I} for the recon 
s i 1 re ndit ‘ t ve kl e | Ace such 
post pon en bere ( » American Export Line ( neg ow 

all its 1 . d i t d re ( en S 
1 L hie ] d ‘ ] li § ii¢ 
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sted) ) / lependence and feamshij Constitut n to Ame n I port 

Line [) } it tot V of the Mere nt Marine Act. 19386, as amended 

Kenneth Gar r for Ame1 n | Line Tne 

Fran lr. Greene and John F. Harre f ! J \i ] 

EPOR ( H ) 

On August 10, 1948, Mr. J. FE. S er, tl EXE ‘ e] at meri 
can Export Lines, I) (hereinafter calle I 1 
randul n I ge tothe I ed States 4 tir ( n << fry 
the te S j I the ¢ ‘ | | 1 
eated h ich I ( eTeE ey 
pul } \ f Mey y \ 1026 , ‘ 
called ‘ ( f ?O.000 1 ! p | 
recite CO ‘ ‘ 
S$? tl.) (} a ! ‘ ‘ ( 


shipyard 
plus a proportion of any increast : é sca 

additional items not included in the shipyard bid nor in the ! 
€11 956.285 w recited to be shared nereent by Export and 45 perce 
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(Government. The memorandum also covered other matters discussed by the 
Commission with Mr. Slater on the previous day, including provisions for a 
new operating-differential subsidy contract to cover the new passenger ships 
as well as Export’s cargo ships, to run for a period of 18 years. The statements 
in this memorandum were, on August 10, 1948, agreed to in principle by the 
Commission. Thereupon Mr. Slater flew to New York and on the same day 
presented the same memorandum to the directors of Export, who thereupon gave 
their approval without qualification. Notice of the action of the directors of 
export was telegraphed to the Commission on August 11, 1948. On that day the 
Commission accepted the bid of Bethlehem Steel Co. for the construction of the 
two ships and thereupon two tripartite contracts (Nos. MCe—61590 and 
61351) between the Commission ex] ort, und Bethlehem Steel Co., for the con 
struction of the two ships at the price mentioned, with provision for escalation, 
were duly executed and dated as of August 11, 1945, 

Certain statutory findings and determinations by the Commission were re- 
quired before formal sales (construction-differential subsidy) contracts could be 
entered into with Export, and, accordingly, on November 16, 1948, the Com- 


MCe 


mission took the necessary formal action, and on that date authorized the sale 
of the two vessels to Export at the base unit selling price of $11,956,285 per ship, 
and directed the preparation of the usual sales (construction-differential subsidy ) 
contracts by the general counsel of the Commission 

On November 1948, the Commission formally advised Export that it had 
made the several findings of fact which under sections 501 and 502 of the act 


are prerequisite to the sale of a vessel “at a price corresponding to the estimated 





te 





cost of building such vessel in a foreign shipyard” ; provided by 


section 502. This letter computed the selling price to the applicant of $11,- 


OF62S5 as follows: 








contract price (25-knot vessel) $23, 415, 000 
ontract price (22')-Knot vessel) 223.116, 000 
) Lmount included in 1) epresenting excess speed er 224 
Knots 209 000 
1) Estimated base unit foreign cost (2214-knot vessel) 12, 713, 800 
Estimated base foreign cost of national defense features othe 
than eX CESS speed (5 percent of $1.377,300, the base U1 ed 
States cost of such features) T57, 515 
Base unit selling price to applicant 11. 956, 285 
Che Commissio1 ery f November 22. 1948. we i en 


Che tripartite contracts of August 11, 1948, recited that the Commission had 











concurrently entered into separate contracts with Export for the purchase by 
Iixport of the vessels upon completion. However, the preparation and execution 
of these formal contracts of sale and for construction-differen | subsidy was 
delayed and these contracts were not executed unt January 11, 1951, by the 
lederal Maritime Board as successor to the Com sion When executed, the 
Cot “2aCTS 1! luded provisic ! for recaetern ation ol I ‘ i els’ Sili¢ Pp ICesS by 
the Board as is hereinafter ¢ ype ned 

Under section 502 (b) of the act, the Government is authorized to absorb the 
difference in cost between the American hipbuilde rs bid and “the fair and 
reasonable estimate of cost, as determined by the Commission, of the construe- 
tion of the proposed SS f it were constructed ler s ry and speci 
fications (excluding national defense features ° ) in a foreign shipbuilding 
center which is deemed by the Commission to furnish a fair and representative 
example for the determination of the estimated foreign cost of construction of 
vessels of the type proposed to be constructed.” In addition, “the cost of any 
features incorporated in the vessel for national defense uses shall be 


paid by the Commission in addition to the subsidy 


On July 11, 1949, the Comptroller General submitted a report (see H. Rept 
No. 1425, Sist Cong., Ist ss.) criticizing the dete nations of the former 
Commission with regard té he amount of construction-dillerenti subsidy and 
the allowance or Various national-defense features on several passenger vessels 
neInding the two Export ships which are the subject of this review. The gist 





criticisms with respect to the two Export 


L 


of the Comptrolle 
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appears to be that the Commission's fore st estimate of S11.t)0 


sh p Was hot founded on convincing evidence as required V se ‘ s Ue 


where the subsidy is over 33% percent, and, further, that the allowa 
$1,576,300 per ship for nationa!-defense feature as in his judume ul 
ance, at teust to some extent, for certal ture sO) LL XxX 

mercial reasons Following extensive he nes before 

after called the Hardy colnniittee) dur the stiinme i th4 i 110U ( 
mittee on Expenditures in the Executi Depart: isl I 
Intermediate Report (H. Rept. No. 14238, Sist Cong., 1 ‘ ere] ‘ ‘ 
the Liardy Repo The Hardy Report vhile 

linplications, lett op the issues of law d policy a 

cluded with the recommendation that the Commission s!} review 

ma ot I ( I ad el SUDS1Lad " i 

tion | el prevent « ( e exp i re {G 
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viving due eight to the 1 rts of the ¢ npt er Gene H 
committee In addition 1 the study which has been el 
of subsidies on the passenger vessels by the special com tee | | 
the Board's staff have also independently reviewed the hi ry of these s idly 
determination and have analyzed all available data, which, under the act. are the 
bases for subsidy determinations. 

On January 11, 1951, when the Independence was ready for delivery by her 
builders, the Board, as already explained, entered into two contracts with Ex 
port (Nos. MCc-61468 and MCec-61469) to formalize the pric informal sales 
agreetnent between the Comrnission and Export and in addition (article 5) 
to permit the Government to “make a redeterminatic of th ESS —— eS 
prices, in accordance W th the provisions of the Merchant Ma ne Act, 1036. 
as umended s of tl date of the Comm ion’s grant of e construction-dif 
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vessel shall be suita! 


l i prere conversion il ya na l or 
military auxXiliary, or ! se of the United States Gov- 
ernment in time of w: n el I e Secre ry of the Navy 


approves such plans and specitic: IS a ubmitted, or as modified, in accord- 


i i ‘ Au 





ance with the provisic tion, he shall certify such approval to 
the Commission.” 

Section 502 pr vides that the sales price Of the vesse (itS estimated toreign 

nstruction cost) shall exclude he cost of any feature incorporated in the 

vessel for national-defense uses, which sha paid by the ( ssion in addi- 
ion to the subsidy 

In the sf the oO Export ships, most « he \ res hich were 

Lcit lit ) ( Hie i I i aetense a nee v ( t Mari e 

r ad the ve < } na | e two eS- 

= f n P2-sS DL) sub iby l Ly W hi Export 
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Ww uthor e 1 
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se featu sa responsibility of the Gove n 
lhe Mar me ¢ Imission, in t rer s rative ! o! 
ited on June 10, 1948, the policy of paying for s 
dad ( Ti 1 n-diitter h 
did 1 ( CO ! st 
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for the construction of the vessel can be secured only 


Navy certifies his approval * 
the finding merely that the 
version into a naval or military aux 
the United States Government in tin 
be noted that, under this language, t 


vessel 


upon the usefulness of the ship to the Government for 


national emergency, such 


Par 


is 


as evacuation 


JENCHI AND CONSTITUTION 


“if the of the 

Under section 501, this approval imports 
“suitable for economical and speedy con 
iliary, or otherwise suitable for the use of 


secretary 


ie Of war or national emergency.” It is te 
he Navy certification could be based svlely 
civilian purposes in a 


of nationals: facility of conversion to 
, 








a troop transport or other military auxiliary is not h ea 
The act appears to permit but not to require that 
referred to in section bay ed (b), he ndded to the ori 


Navy's (bh) 


s su se a prerequisite 


national-defense Teatures 


inal plans as a result of the 


suegestions as authorized by section 50] 


The Board takes notice of the fact that the major 1 ted States shipyards anc 
principal naval architects, including the Bethlehem Steel Co., which prepared 
Export’s plans in this case, have planned and built large numbers of vessels of 
numerous kinds for the Navy and are generally familiar with the structural and 


other features which the Navy considers desirable for inclusion in a 
as troop transports. Bethlehem in designing these ships was 
of the known desirt®s of the Navy concerning speed 
engine etc. If a ship designer were required to known 
objectives of the Navy, it follows, as stated by Mr. Slater, of Export, 
that “anybody who designs a ship should design the worst ship they can think of 
and then let the Navy force them into providing the type of ship that should be 
there” R. 110). Such practice would require extensive in order to 
incorporate subsequent suggested changes into the plans and specifications as 
originally developed. <A ship is an operating unit, and any substantial modifica 
tion of a final design may entail a vast number of additional coordinating changes 

In 1948, the former Maritime Commission had a Technical Division (USMC 
Administrative Code, April 24, 1946), which was later redesignated the Technica] 
Bureau. This Bureau, in addition to reviewing from an engineering standpoint 
vessel plans and specifications submitted by applicants for Government aid, \ 


liaries such 


necessarily aware 
| bulkheading, dual 


ard 
are 


presid 


ndditiona 


rooms, dis the 


{ 
ent 


redesign 


Vas 


directed “to authorize the installation of national-defense features on privately 
owned vessels.” * Thus, there was close collaboration between the technical staff 
of the Commission, Export, and the marine archité the development and 
expansion of the original plans and specifications for these vessels, to the end 
that the final plans and specifications would ultimately be approved 

Because of the close liaison between the Commission's technical staff and the 


Navy 


the development 


Navy 


sugges 


mm 


former (many of whom 
the inclusion of 


vy, the had had extensive design experience ) 


features during of the plans which 





in their professional capacity they knew the Navy wouid desire lor example, 
Andrews, vice | resident of ] xports in charge of op t ls ted (R. 166) that 
the divided engine 1 vere originally included | e the Commission's 
Techni Di n i | t a hi I defer iS] the VV no doubt 
would require the size of this vessel to have two divided eparated independent ) 
engine room d \ went along on that basis with the Tech | Division of 
the Ma fime Commis n.”" According te Andrews the genera reapacity was 
increased at the reque the Technic Division so as » have rplus in the 
hip for emel Vv purposes that may be placed 1 later date for ma 
defense R. 184 

In short ur conclusion tl the bidding ]} and spe ns for the 
Export ships were developed with the close collaboration of the technical staf 
of the Cor ~ n i ‘ pp I hip design I with u knowledge of 
the 7 qu ements he Navy \ I ri\ we ] ( ! » he on in rejecting 
a cor 1 ol ( I ] I t ( ree hat I defense fea 
ures th e whicl ri dded ] port Ss plar I ™m fications as « lly 
filed, oraer LO ¢ h the ! uent req e Na Departn 

oe dete ( cCtiy \ - : *, could 
sales } (estin dad foreigi ! uction « been 1d uh ie 
an ¢ { etl ! Tiere ! I 1 | her el 
of construction cost ? 

Decision: Yes 

Chis direetive \ D nted | USMC G 1M Or N 17 of Ser 
ber 24, 1948, which 4d he Chief, Bure of I { ith the 

tional Military Establishment in tt yreparation of 7 md studi both ne 
designs 1 for the conversion of vessels to military types in time of national emergency 
- 2S S [Emphasis added.] 
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This question arises from the fact that the Bethlehem bid for the Export s! 
which was accepted was an “adjusted price” bid of $23,415,000 per ship whi 
was $2,698,000 less than its fixed price bid of $26,113,000. The “adjusted price” 
bid was subject to the usual type of escalation under which the price was to be 














adjusted upward or downward in mathematical relationship to fluctuations il 
designated indices of wage and material rates Furthermore, the estimated 
foreign construction cost under section 502 (b) was developed by the f he 
former Commission us its estimate of what an adjusted price d of a Netherlane 
shipyard might be This basis of estimat was used for 1] I t 
corresponded \ 1 the basis of Bethlehem’s bid ys 1 wiv 

to the Com sion indicated that at that time ie foreign shit ds id 1 
subm fixed price bids (C. R. 34); and ; was the st accurate wa ) 
estimate the foreign construction cost of the ships since the amount of a foreig 
shipyard’s estimating factor to cover anticipated increase abor and mate 
costs would be largely a matter of conjecture It might or ght not coincide 
with the approximately 11 percent factor that Bethlehem tually used to cove 
its anticipation of wage and price ri es in the United State ‘ he percentage 
excess of its fixed price bid over the adjusted price bid 

Furtheri e, escalate | long is | i {G 
ment shipbuilding con ict In gene he shipb I \ ] ectiol 
estimates pote tigi cost Increnses Wit ul rh | 1) } | b 
rise experienced Consequently, a adjusted-p I 
general, to the Governments advantas ‘ \ é t \ 
ean buyer of the hypothetical foreign-built: shi Conseq t le ‘ 
the former Commission to use an adjusted-price basis fon ; ite of foreig 
cost appears reasonable, sound, and in Keeping with the parity prince e of the act 
For these reasons the Board has also used the adjusted-] e basis f its estimate 
of the foreign construction cost of the two Export ships. Fina this method 
has been formally agreed to by Export and the Board in article 3 (a) (iii) of 
the construction-dilferential subsidy agreements of January 11, 1951 Section 502 
of the act, particularly when coupled with the authority given under section 207 
to “enter into such contracts as mia nits d retion, be necessia 
contains suflicient flexibility to permit subsidy deter nat s to col 
accepted commercial practice in this reg: 

There re us the mixed question « aw whether the « lation adjustment 
for the hypothetical ship iilel be sed on Changes in f eign si 1] g 
costs or whether the adjustn I . al In I itive Ii I \ b it re 
to United States wage and mate il indice (Ex. 4, R. 869; Ex. 5, R. 393; Ex. 14 
R. 479.) Krom a strictly theoret il point of view ‘ 
foreign vesst ales contract should be geared to ay pI e f on wrge 
materia ! es since the vess Sales Price s to be )) esp I 
he « ; ons P } ’ ‘ gv : 

‘ rf ’ ' } ’ ? ty | 
rail ‘ t ft « | 
of | with wl } e { nile ! hase ‘ 
ry : ore , : ee 
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4. In the termination of the respective vessels’ sales prices, could the vessel 
sales contract have provided that the estimated foreign construc n cost in terms 
of American dollars should be subject to changes in the ue of the foreign 


currency during the period of construction and payment? 


Decisiou: Yes See reasoning unde r que ion 5 below 

The decision on this question is academic since the Commission’s agreement 
with Export of August 1948 contained no provision therefor, 

5. In the redetermination of the respective vessel sales prices by Federal 
Maritime Boa cl the act now prohibit adjustments t effe »ch y n 
the wages, miterial and other el nt of foreign construc costs d in the 

© ¢ he foreign currency during the period of « rT | ment? 

Dec on Ni | vid h redet l hut ( S vy of 
( u exi ng a f the date of the ce ‘ ( 
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However, the requirement of section 


t 


be made as of the date the contract is entered into, a hot 
from giving effect to a subsequent occurrence su 3 
is a matter which the Commission and the applicant, exe 
of prudent businessmen, would have foreseen and ght ha 
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tract plans and specifications. The purchaser of a ship to be built in a foreign 
shipyard would employ such inspectors and their cost is necessarily a part of 
the total cost of the ship. 

The inspection of a ship being sold under the provisions ef title V of the 1936 
act is the administrative responsibility of the Maritime Commission and in meet 
ing this responsibility the Commission in the case of the greater number of ships 
constructed for it for sale, inspects the construction of such ships with inspectors 
from its administrative staff, and does not, since no provisions of the 1936 act 
require the charge of such costs to the sales pric e of the r spectly Sip), it ude 
any part of such inspection costs (or other administrative costs) of the Com 


oe , 
] could have undertaken the 


mission in the ship sales prices. The Commission 
work and the entire cost for its own account In this instance E 
certain inspection work, a portion of which was in lieu of and/or in 





entire 
undert 
substitution of the ¢ lission’s inspection It would appear that it is proper, 

of Export’s inspection 


therefore, to include for subsidy calculation that portion 
cost covering work authorized by the Commission to the extent that such work 
was in fact in lieu of and in substitution of Commission inspection 

(c) The interior decorator’s fees cover the work of preparing the interior 
design plans and specifications required in the construction of the ships, and the 
work of supervising the work of the shipyard in carrying out such plans and speci 
fications These are costs necessarily included in the total costs of constructing 
the respective ships, and cover work which ordinarily would be included in the 
American shipbuilder’s contract and in the contract of a shipbuilder constructing 
the ships in a foreign country. 

(7) Standardization trial runs customarily are had in connection with the 
coustruction of a new type of ship by the Maritime Commission. Such trials 
are generally run on one ship of a group and are for the purpose of securing 
operating performance data with respect to all ships in the group and to assist 
the Maritime Administration in its ship design responsibilities under the 1936 
act. These trials are run by the shipyard constructing a ship selected for such 
trials and their cost would be included in the final contract price of the American 


shiy! nitder, and if such trials were required in connection with the construction 
of ship in a foreign country, the cost of such trials would be included in the 
contract price of the foreign shipbuilder 

(e) The cost of items not included in the construction contract, furnished 
to the ships hy the Commission or Export with Commiissio ipproval cover the 
rar of materials and furnishings required for the ships’ outfittin These costs 
are a part of the construction cost of a ship (see. 905 (d) of the act) and are 
costs which also would normally have been included in the contract ¢ the 
American shipbuilder ai ould be similarly included in e contract of a foreig! 
ss} pbu ae 
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‘2 I ‘ nat the Board the 1 e VeSse ‘ ce 

} | the « ed fore construction cost be bjiect ‘ in 
‘ lation clause 

Decision Yes 

Gur d of tl lite na Sst vy Ne cluding 
that u ( n 502 the vessel sa prices of the Inde} | ¢ stit 
tior n legally be made subject to escalation geare to Amer n wage and 
mh: ria nedice s lary disposit e of the quest on of pn wh¢ y ould 
do so in the instant redetermination As a matter of 7 ve I ison 
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to upset either the original agreement of 1948 between Export and the Com- 
mission that the price to Export would be 

“ue * plus its proportion of the additional price brought about by the 
acceleration * in the cost as specified in the bidding conditions 
or the more detailed provisions of our formal contract of January 11, 11 
2. In the redetermination by the Board of the respective vessels’ sales prices, 
should the estimated foreign construction cost in terms of American dollars be 
subject to adjustment for the changes in the value of the foreign currency during 
the period of construction and payment? 
Decision: Ne 
While we believe it would have been legally possible for the Commission to 
have included provisions for such an adjustment, and while we must approach 
this question knowing that a substantial Change in the value of foreig rrency 
ictually did take place during the course of construct é : nswer this 
question only or the basis of what on r pos 0 wo dl t een ! e it lal 
been considering the problem in 1)45 No provision rad me anges 
in the value of foreign currency was made in the 101 ( nd l been 
ade it \ ld | ve created further ceertaintie li ie | ( ] ind 
evidence is lacking that prudent businessme ould ‘ I ! de 
contracts made in THHS provis s ! I bert f 
tainties. “Export frankly states it would not have ag ( ~ 
We deem th nsiderations applicable to s i ( te 
different from tho pplicable to questi ) taund po ‘ f pro 
\ ons tor a istments for escalation i i il q { = t of 
onstruction ¢ act, and the effects o ! no I ( a 
reasonable degree of accuracy 
2a. In the redetermination | he B es 
should the estimated foreign construction ter ( Ameri Ss, be 
subject to an adjustment because of the disp: ( ne S 4 Aug 1 4S, 
between the official governmental exc! rate nd tl ‘ ‘ s, in 
terms of dollars, of the foreign curren ‘ e represent d ? 
De ! Ni 
\ r il \ eighing t eviden ed ol 
t the nswe t he “No e se there ! it 
he foreign const on cost essels similar to the on ! n 
terms of « rs, W d have been reduced j \ 148 f the 
existing parity between tl licia of « ing ds the 
It is clear that by renso f well-enforced Wel f Tan 
(Netherlands) funds sufficient to pay the estimated foreign nstri cost 
ould not have been purchased in the ordinar irse of bus W ( rs 
it the free market rate or at any ate il reduct fro ff rate 
Our inquiry, however, must considet hether there were other ns ay tle 
and generally used by international merchants complish ult 
in a different manner 
The specia I ittee recommends tl t foreign const? e 
hould be base ‘the erage free rate ho th dof « ‘ 
tion.” The conu ee argues that e free 1 ew 17 ! ! at 
a foreign opera planning to purchase a ship i foreig d i have 
recumulat re ve of foreign currency sufficient to pa ! rice, 
nd that the rue value of s } i Tres¢ e in do s would have beer ed 
by the fr nd not the official rate. The committee did not deal with the practi- 
il difficulties of actual conversion faeing the ner of ad irs @ ' ing 
» accum) te such a reserve at less than the official rate or the ffi es 
thereafter of using such a reserve fund { l yy mn eXpor cel for 
i ship purchased therefrom 
Export, outlining its position (exhibit 9) contends that the Poard though 
making its estimate as of August 11, 1948, s d take 1 
stances Which have transpired since that date, of which th } I t nt 
has been devaluation In apparent pport of this positic it . in 
American purchaser armed with dollars in 1948, by making a «dk ct, 
“unquesttor ibly could have obtained most portant concession mom hy 
reason of the great need of American do rs in the Europeatr ! s at 
that moment During the hearing, Mr. Slater of Export, s ed, it hat 
n Ameri er had two ‘ tives 1) t ake ntract ed 
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this country and abroad to protect oflicial rates of ex ‘ he prudent 
businessinan nor a I fed States Goy nmenf age ve ! e ¢ cu 
tions based on a rate of exchange which would ( Vt ‘ ! on ¢ 
business transaction prol ibited by law. 

After hearing the testimony of the staff and of Export on the point, and before 
reaching a final conclusion, we directed a field investigati » identif nos 
sible. ar large business transactions between this country and European “soft 
money” countries, in whic! n ions or discoul vere granted because of 
dollar payments. This investigation covered foreign transactions generally and 
also foreign ship construction contracts for American account and iciuded 
reports obtained both in this country and abroad In no case ere W ble to 
discover any conclusive evidence that substantial business 1 ictions were 
conducted in a manner which avoided the effeet of the rious ernmental 
reculat { establishing official rates ot exchange \ I ~ Ol executive ot 
a leading New York bank reported that in the past Ame do vere 
able to obtain discounts from the official rate of ¢ ! ( n fo ) trans 
actions, including those with Holland, but that since early in 1948, the major 
Ne Yor com reial banks discontinued facilitating transactions otherwise 
than at the official 1 of exchange. No discount transaction known to this 
oft ed ve t I tructiol Hy nad Sil ] ‘ onsible 














C A SHIT] NDEI CO T ( ! ) 

1< t ol na 1 ‘ ‘ 

had 1 r \ bus ! } ‘ 
t Lie ( I N ( vould 
\ ! ‘ >) re | ’ 

dle } , 
f * . ‘ 

oL Ss l .’ i t I 

aie I Q 

Well ( , ne 

1 i ( é ( f 





at the official rate. The cont f { I n tu v n | , 


francs, and in this case the own ey , 


American corporation, de ited ‘* pinv | ntr ed RB 
in 1948 in sterling for two or rie l i : ( } 3] 
discussion of a ¢ 
British yard had sought a dollar = compat , a 











STEAMSHIPS INDEPENDENCI AND CONSTITUTION 


~~ 
~~ 


3. In the redetermination by the Board of the respective vessels’ sales prices, 
should there be included in the construction cost of the respective vessels the 
following costs not included in the shipyard bid: 

(a) Fees for preparation of bidding plans and specifications ; 

(b) Cost of inspection during construction ; 

(c) Interior decorator’s fees; 

(d) Increases in cost due to running standardization trials ; 

(e) The cost of supplying items not included in the construction contract 
but which was furnished separately by the Commission or purchased by the 
applicant with prior approval of the Commission ? 

Decision: Yes, subject to limitations. 

As stated above in connection with Issue of Law No. 6, Additional Items, it 
is legally proper to incluce the above listed items of cost in the estimated foreign 
construction cost of the Export ships for the purpose of determining their re- 
spective sales prices It is our opinion for the reasons already set forth that 
in our redetermination of these sales prices these cost items should, as a matter 
of policy, be included in the estimated fore ign construction costs of said ships, 
limitations set out herein. 


subject to the 
Li itetions on ifems (a), (Db). and (@). 

On Aucust 9, 1951, the Board approved certain recommendations of the staff 
to include in the construction cost the services of Bethlehem Steel Co. and Henry 
Dreyfuss, the interior decorator. in preparing bidding plans and specifications 
not exceeding $200,000 for each ship: also payments by Export to Henry Drey- 
fuss for interior design and decoration work not exceeding $400,000 per ship, 
plus $75.000 per ship for additional design and decoration work required in con- 
nection with approved changes in vessel plans, subject to certain audits and 
verificutions as recommended. The Board also approved further recommenda- 
tions from the staff to include in the ship construction costs of each vessel one- 
half of the payments made by Export for inspection work in connection with the 
construction of the ships, said half being deemed to be inspect on work done in 
lien of inspection by the Commission for the purpose of ascertaining that the 
shipyard construction work was properly performed It is our opinion that 
there should be included in the vessel construction cost of each ship the items 
so approved and that the estimated foreign cost of such items should be included 
in estimating the sales price of each ship 
Limitations on item (¢ 

On June 4, 1951, the Poard approved a budget in the amount of $686,245.54 for 
certain outfitting items to be purchased after competitive bids by Export for 
each ship. It is onr opinion that there should be included in the vessel con- 
struction cost of each ship the outfitting items so approved, subject to the 


budget limitation indicated, and that the estimated foreign cost of such items 
should be included in estimating the sales price of each ship 

Further, it is our opinion that the subsidy percentage determined for the ships 
as a whole should not be applied to determine the subsidizable portion of the 


foregoing items listed in this paragraph No. 3 unless the estimated foreign cost 


is included in the over-all foreign cost estimate for the entire ship and is thus 


reflected in the resulting subsidy percentage for the entire ship 

t, In the redetermination by the Board of the respective vessels’ sales prices, 
should the Board determine that Holland is a foreign shipbuilding center which 
furnishes a fair and i sentative example for the determination of the esti 
mated foreign cost of construction of vessels 

Decisio Yes 

The staff and t! special commu te have recommended tha the selecti« if 
i fair and representative foreign shipbuilding center for the determination of 


the estimated foreign construction cost should be based upon certain require- 


1 








ments: firstly, that it have the personnel, facilities, ane nee necessary for 
the construction of the proposed vessel and be regularly e ed in building 
vessels of that type secondly, that it have such a political and economic en 


vironment as to give reasonable certainty that contractual oblig: sas to time, 
al 


quality, and price would be performed : and, thirdly, that if have the lowest costs. 
The evidence before us indicates that Franee, Italy, Britain, and the Netherlands, 
met in 1948 the first requirement; that France and Italy must be eliminated be 
cause thev did not at that time meet the second requirement, France because of 
the situation there created by inflation, strikes, and social unrest in 1947 and in 
the early part of 1948, and further because the French shipyards were fully en- 
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\ | 
gaged in 14S tn reconst! f | hant rine were 
unable to accept forei orders; Italy becau ‘ existing ] tical and 
econowmiic disturbances which cast seriou oubt on the ab \ n-Italii 
vessel operators to obtain fro [talian shipyards the perfor ice of ship con 
Structio cl within reas ble t ind | e |] - ind furtherme be 
ause of the Italian governiment pressure upon shipyards that country to re 
lieve national unemployment at the expense of nst efficient As be 
| | 1 ] Net he ~ th 


tween the two remaining countries, Great fb 


evidence before the Board int tes that build st e Nethe nds 
I9M48 were at least 5 percent Jower than in I . 
5. Should or any part of the construction cost of 1 f ng ite be 
determined by the Board to be natio! efense feut S 
(a) Speed exceeding 22 k 
(b) Evaporators 
c) Electric generators 
d) Dual engine rooms 


(ec) Third-class passenger acc tic 


inference of commercial desirability coul . a s l 
the feature was included at the request or direction of the Navy Department, or 
to meet a known requirement of the Navy Department. We think this is true 





as a general proposition, but the amount and nature of evide e necessary to rebut 
it varies with the nature of the particular feature cone ed Thus, if design 
included 5-inch gun mounts or ammunition magazines eatures of no ¢ mercia 
value whatsoever—defense could be their only purpo They would be in fact 
detrimental to commercial use and the characteristics of the featur i aT 
ense wou 1! themselves be ey lence sufficient to rebut ’ OMmMe! ‘ 
suimptior On the other hand, a feature such as the third-class passen 
modations which might have both national defense and commercial characteris 
tics, would require strong evidence of Navy request in order to rebut the pre 
sumption of commere use Again it must be pointed { it in this st 
the technical staff of the Maritime Commission was charged th the duty of 
eooperating witl the Mi ary Establ himent the pre rit I ans and 
studies for the installation of national defense features up merchant vessels 
If Export incorporated a vessel feature at the request of the Commission's sta 
acting in the Navv’'s interest, we believe the request should he Peeled the e liv: 
lent of a Navy request It is of little moment whether the request was made 
directly by Navy, or by Maritime ¢ Ssion persone cting in the light , 
known Navy desires 

The specific features now in cont ersy Will be dis ssed in the orde . 
sbove in the light of the record hefore us and atte 
of the 1949 hearings before the Hardy con itt 
(a) Specd (horsepower) 

The record shows that ea ke good its p cte hedule cf 26 
fortnightly sailings per ye 1 the Independence and the ¢ titution to the 
west coast of Italy with the use of 40,76 haft horsepower, whi the Comi 





sion commercially necessary to assure a sustained sea speed 22 kno ‘h 





record further shows that addition: horsepower between 40,704 nd 55,000, 
determined by competitive bids to cost $299,000, has, at least under present-day 
conditions, little or no commercial value. The contention that this increased 
horsepower, giving 215 knots increased speed, is in reality a commercial and not 
a defense feature, appears to be based principally upon the fact that the Trade 
Routes Committee of the former Commissi ind the final report of the Con 
mission dated May 2?) 1946 Cexhibit 2O, R. 500 had orig llv rece mended 
two 28-knot special type passenger and freight vesse for fortnizl nes on 
the service However, the Trade R tes Co nitte ihout @ month ter. on 
July 15, 1946, endorsed a 2214-knot speed and eliminated certain ports from the 
proposed itinerar The earlier recommend ms for a 2S-knot speer ! 
fore, not rele. t 

Furthe i ) i red tl t ] ! the ¢ 
peratil at 22 knots inl ke t of 30 Ines } ent 
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knots logged by the latter ship on her first voyage in J‘une—July 1951 (exhibit 11). 
According to the model basin curves as well as the performance data obtained 
from the Rockland, Maine, trials of the Independence, this speed requires only 
30,300 neat shaft horsepower. The commercial power rating required on ships 
of this type is 125 percent of the neat shaft horsepower re ed for schedule 
speed of approxim: tely oS knots The 2A me ‘ ! Ss pro led to 
tuke care of adverse weath and fouling of bottoms (R,. 419 Consequently, 
the maximum commert rating so far indicated is only S7,S75 shaft horse 
power It sl uld he further noted that these power ratings are n the basis of 
the trial test displacement of 26,068 ton Even at a maximum displacement of 
29.685 tons, which w seldom ever be encountered Col reial operation, 
1 25—-kne S] 1 would require a commercial powe g of « vy 40,000 shaft 
rsepower after allowance of the 25 percent marge ( sed e 
Finally, the record « vinces us that both the N tl lar e Com- 
mission affirmatively requested Export to incre: shaft | ! r from the 
10,700 originally s Export for the D1 Sin 1f4F e 55.000 in- 
corporated the DL2s I \d BE. W. ) . vy. 4 Nav de- 
partment’s Bureau of Shi n 1948, testified \\ d il ( hese 
Am n | ort f 22 to 25 kr Ss” (4 t. 567, 56S) 
Moreover, Export’s « hal proposal f the DL 1 « 1! nly 
a 22-knot li}, whic ] vdade nd nz » th bid I 1 ] ns 
dated Decembe1 al, 1947, was incre ed f 25 kI In ] Ol ended ap 
plication Tor sup y file \y 1 20, 1D4S, it explained tl he I Li e 
power of 55,000 to deve » 2d 3 Ww Stalled pointed suggestion of 
the Navy Mr. ite os t the hearin the “l feature was 
the on whi the N either ed for ed dir y to Export 
(R. 113) 
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event of casualty, operate independent!) The record shows that this feature is 
of importance to a ship operating in danger of eneiny atta but « necligibl 
importance for operation under usual commercial conditions where the risk 


of loss of propulsion is minor and, even if incurred, would normally not subject 
the ship to any inereased hazard. The Commission approved the feature for 
national defense allowance, but because the purchaser submitted no satisfactory 


evidence on the extra cost involved, the Commission made no allowa Both 
the staff and special committee have recommended that a national defense al 
lowance be granted for the extra cost entailed by the dual engine room ar 
rangement It appears that this feature was incorporated by the shipbuilder 


after consultation with the Navy, and that the aflirmative request of the Com- 
mission’s staff was made based on their understanding of Navy requirements 


(R. 165). The record is clear that divided engine rooms are not commercially 
desirable (R. 193, 413, 167) nor commercially necessary (R. 210, 305) Under 
the circumstances, we believe that the extra cost of this ite hen computed by 


the staff should be included in the allowances for national defense features 


(e) Third-class passenger ace onimodations increase from 116 to 808 
The former Commission granted an allowance of SS27.365 for this increases 
passenger capacity and this decision was the principal focus of the crit =m 


| 


both the Comptroller General and the Hardy committee on the allowances for 
defense features on these ships. Both the Chief, Office of Ship Construction, and 
the special committee bave recommended that no defense allowance should be 
granted for this feature (R&R. 417, 458). Our own review of the record and con 
sideration of the problem leads to the same conclusion. The grounds of oul 
decision may be summarized: 

Over 60 percent of the 76,248 passengers carried on Trade Route 10 in foreign 


flag vessels in 1948 were third class American-flag carryings in 1948 of {09 
passengers is insignificant in amount. The third-class business is thus an obvious 


avenue for competition by these two passenger ships being introduced by Export 
on Trade Route 10. 
Vi hen the DL1 designs were submitted in 1945, the Commission's staff pointed 








out on January 8, 1946, that “third class has been [the] predominant trade on 
this route” and recommended that, on the basis of the experience of the Res and 
Conte de Savoia “further consideration should be given to this matter e., the 
inadequacy of only 5S third-class accommodations (C. R. 404) Under date of 
March 18, 1946, the Navy Department approved the planus for the DL1 ships 
pursuant to section 501 (b) of the act. No comment was made with re spect to 
increasing passenger accommodations: the only suggestions made were related 


to increased deck stiffening for gun mounts and increased stability 
The DL2 plans submitted to the Committee in December 1947 increased third 


class ncecommodations from 58 to 308. No claim for national-defense allowance 
was then made. 
On March 5, 1948, the Navy approved the DL2 plans \ supplemental letter 


from Navy dated March 30,°1948, noted without comment “that the passenget 
capacity has been increased to about 972.” 

Kxport’s letter to the Commission of April 14, 1948, requested that the conver 
sion of cargo space to increase third-class passenger space and the related water, 
light, and sanitary accommodations be certified as a defense feature As to this, 
the Navy Department replied on June 8, 1948: “* * * the Department is of 
the opinion that inasmuch as such facilities are presumably being provided as a 
necessary part of the operator’s trade requirements, they do not properly form 
the basis of such certification. It may be further stuted that if the proposed 
ships were converted to naval transports, much of the third-class accommodation 
would probably be removed to increase troop capacity” (C. R. 417) 

Although the Navy by letter of July 29, 1948, subsequently certified increased 
third-class space as a defense feature and by letter of August 4, 1948, requested 
that the turn-down of June 8, 1948, be canceled (C. R. 419), and although Admiral 
Mills testified that the June 8 letter was written by “a new officer who had just 
reported” and “with an incomplete understanding of the case” (C, R. 568), the 
June 8, 1948, rejection, coupled with the failure of any Navy witnes to so testify 
that the Navy suggested or asked for the increase—weakens Export’s position 
on this item, 

It should also be noted that our present Chief, Office of Ship Construction, a 
naval officer of long experience (R. 300-301), agrees that the increased accom- 
modations are of limited utility. Troops and crews of transports are more 
efficiently berthed in larger spaces, which are more easily maintained, more ac- 


cessible, and more susceptible of proper sanitatian (R. 416) 
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Export’s president stated unequivocally at 
commercial value to the increased third-clas 
from cargo to third-class space was due in pa 


ing the east Mediterranean, and that it was done at “our own decision” (R. 225, 


226) 


On October 19, 1948, Export requested 


vertibility betwee! cabin class space and th 


eould be increased from the normal of 30S up 


permanent cabin class space for this purpose ( 
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the Board’s hearing that there was 
‘ R. 224+), that the change 


rt to the change in route, eliminat- 


“S sph 


change under the contract for con 


ird class space so that the latter 
to a maximum of 400 using semi 
kK Rt. 416) This action 





of Export, supported by passenger traffic stati the years 1925 to 1948, 
indicating the need for even more expanded third-class facilities (R. 416, C. R. 
120) and its fear of the impact Lirplane mipet on ¢ first-class traftic (R 
20) leads to the belief that tl Ol crease of thir ss e fre 116 to 
JOS was a commercial feature s« t for « n r re Indeed, Export’s 
witness candidly so implied at the rings (R, 224-226 
In tl ght of the foregoing, we are unable to g ‘ 
spect 
} ‘) ad 
rhe rl \ % v1 S l 
by , d . \ ‘ not t 
ject of ( ‘ ‘ er G e | y 
hese re ! (y AD B l 
f Shipping at SO) ] l q ( 
ments f ( rr é R. 4 bi l . 
S dard I m I l ‘ _ ‘ N ‘ 
expo! h 
be considered defense feature \\ g 
The DL1 } ‘ Mo | ! : ght t N 
of bulkheads te N 
comm I 
I 40, } ‘ ( ( 
} ad 4 4 
«) \ ‘ I a . n ( ( ( 
2 p l I 4 t | Na 
Na | ya | s 
Phe fS Re I LS ! 
higher thau se required by inte I nti 
f Shipping, 1 ess repre 
consists y required this higher standard ‘ mit I 
hat si s bu by it would meet the safety standards : te kt “4 
Moreover, the policy of the Merchant Marine Act, 1936 \ 
ierchant marine should be “composed of the * * * e 
pes of vessels” (sec. 101 According the bulk ! d 
sa defens ( ir¢ 
6. J Lhe edetel hnatlo b Lie oa I es 
SI d be the et ( f « : 
f ! I m r plans al | ms (¢ ( g c 
features) j i foreign shij Lidding ct e! I aing items ( “Ss 
Fact and Policy No. 4 a, b, ¢, ¢ ! | f i.“ »btaining foreign 
hipyards on } ns nd spec 101 othe meth ~ ‘ 
mittee report discussion of “Metl ‘ n g foreign « 
Decisior rhe Board will use the “detailed me d f es g reign costs 
uitlined and recommended in the stafi’s memot ed Sept er 14 
1951, subject to such modification and suppleme ‘ ethods 
of cost computation and the inclusion of a ‘ ! he 
Board may deem proper. 
*S. Rept. No. 184, 75th Cong., Ist t 1 
Castle and Mohawk disasters and the : d 
life at sea The report contains the full test of ifety r s 
subcommittees composed outst ling! ‘ tects a g ‘ ‘ 
rom il try and Government These st d s hay it 
lding ll large oceangoit their publicatior 
her he +} the Governr Gove ment id 
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Neither the Comptroller General 
respect to the method by which the } 
r other title V vessels should be made, the gist 
determination under section 502 of a “fair 


nor the Hardy committee comments with 
estimate of the foreign construction Cost 


of their positions 


of these « 
being only that the Commissions 





and reasonable estimate” must in these cases be based upon “col vincing evil 
dence.” The special committee discusses at considerable length five pe ssible 
methods for making the foreign cost estimate (KR. 4 hese e (1) ob 
taining bids from foreign shipyards on the actual vessels involved ; (2) com- 
parison with the known cost of similar foreign vessels; (3) estimating by the 
relationship between major categofies of cost such as labe steel plate, joiner 
work. main engines, auxiliary machinery and equipment, et t) using pre 
dete mine ratios be T Wee the Toreien cost and the | ited states ost ol h ill 
machinery and equipment; and, finally, (5) estimatmg foreign cost In detail 

f the low United States bid 


n the detailed estimate of 





by paralleling every i { 
with a correspondi estimate of the foreign cost of that particular if 

Method No. 1 is in theory, of course, an excellent one, but we do not believe 
a foreign yard would undertake this costly and lengthy J b though compen 
sated for the work It is well known also that in the private ship construc- 
tion fieid the details of a bid are closely guarded business secrets It is 


highly improbable that a foreign yard would make substal tially public to an 
agency of a foreign government that 
o actual purchasers. Further, the ac 
hye LIP ired | \ | t knowledge 


ces would be 


information which, if revealed at all, 
uracy of a result 


iS 


usually revealed only 
from such a procedure would, in our opinion, 
on the part of the foreign yard that the vessel under no circumst 
built in the foreign yard, and that the sole purpose of the bid would be for the es- 
iancial aid to an operator who might be in trading competition 

rs, with advantage also to a competing 


tablishment of ft! 
with the foreign vard’s actual custome 
American shipyard 

In this instance, however, Export, through Bethlehem, 
through the use of method No. 1 in reverse, so lo speak That is to say, they 
procured building plans and spe fications of the Norwegian motorship 
Os d and projected costs in a United States yar The motorship Oslofjord 
was built for the Norwegian American Line, having been co tracted for in a 
Netherlands shipyard in 1946, the keel laid in May of 145, vessel Celive red in 


developed cost studies 


October 1949, and maiden voyage accomplished in wovem I! 
ing this procedure, we did not feel, ¢ 


ctors 


that Bethlehem, in its cost study based on 


d to the same inhibition ontrolli foreig ard 


would necessal be subjecte 


LLtpitit 
nea study based on United States plans and specifications. I ort project 


an American vard cost of the motorship O ) 


1! ] pplie ion t he eve 
These n rol Ss 1] ‘ 1 } bas } Ni 1 } nee 
t ei] ! el oO \ ri I tice unk ) I i 
shipyar ; estimate 1 t] ; : 
\ mit he vali of the American “fi cost $1 4 il the $8 
200,000 quoted for a sister ship to the OSLOFJORD tl differential for passenger- 
sh |) on ruction in the American yard would have been 56.58 percent, or in 
excess the 50 percent limitation 
Even admitting the soundne of Bethlehem’s United States projection of the 


Oslofjord, it pp ition is dependent on the final cost of the Oslofjord to its 
ting information largely a matter of 


owners, a figure which because of confli 
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conjecture In addition to Export’s figure of 87,200,000 fi the Ox l ane 
$8,200,000 supp lly quoted in 104s fo1 er ship. b f s fro sources 
which Export is not at liberty to dis se, reports from her sources show a 
substantially high price State Depar Foreigi vice representatives 
and other som neluding the 19 l ! I khoiders tl 
0 hers Of the } fore ( ‘ l a ‘ ~ l vl hy ~ t 
where betwee! 1) ion and S115 1 ol raking e |] r of these ligure 
$11.3 m pplying it to the project (me! ! of SIS.SS5,104 
differe! Ss appre ute 11) yx en \ \ tated ed 
{ te ‘ 1 1094 t Wil i ot { eig ‘ 

if ‘ ( ‘ ed ou es OOOO ‘ ! } . 1 
It pes n tl cont g weight ca be give I I 

we © ¢ ( I 0) do! pl hij ! bie 
lehem’s est LD4S Lb nite - ‘ ‘ 
we can see ! ible pplication ethod N ere 
in this reca | ( howevel cons ‘ r 
1] oh ' i 4 reg ( pb , \ 
during th yn ) d the d iltv tf t tl Netherlat I i it 
mining prices even for ships b by ther 1 g the yx 

Method N vould be of ¢ le e \ ‘ l i | 
it < be foul ha i Amer I i foreig l eC 4 ‘ 
building fai quivaient Vessels fli this il LT Xp . I 
cate a proper cdlilerential appl able il L4S b isihy2 j s m 
method No. 2 the British-built steamship ¢ ‘ aid dow! the ¢ y par 


1947 and completed in the middle of 1950 for the United Kingdom/Hong Kong 


service of the Peninsula & Oriental Steamsh { \ pRATISO! s to the C/ 
san's geveral characteristics with those o it Exp s] ~ ‘ l OWS 
Lengt 
B 
Pr 
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Some of the reasonable and important adjustments figured roughly would be: 
Estimated 10-percent difference between United States and British 


standards___ : = ; 7 . $1, 470, 950 
Supplemental air conditioning bet Sod 500, 000 
Increase in size (on basis gross tonnage) — : é . 2, 725, OOO 
Supplemental working pressure 50, 000 
Crew space added _-_- dnsieachialgis . sane " - 73, 000 

Total added <7. ie - aes . ‘ $, 81S, 950 


Less stabilizers : ; shaicenedoatnidl 201, 500 


Net added , _ 4,617, 450 


Reported cost of Chusan as is ' : 14, 709, 500 
ided Chusan in British yard , 19, 326, 950 


reflect lower Netherlands costs 966, 348 





san in Netherlands yard LS, 360, 602 


Estimated net expanded Chu 


Using this rough figure for a “built-up” Chusan against the Export ships’ figure, 


ve reached a differential of approximately 29.5 percent Method No, 2, however, 
s deemed impracticable in this redetermination for two principal reasons. The 
‘st is that there is no convincing evidence as to the cost of the Chusan to its 
wwhners, the only ¢ lenes prod ed by Export being that their London repre 
entative reported tl hie ad been told the « Wa nidentitfied official 
of the ownll ( Dan) Secondly, it is clear tha he sit I of the Chusan 
ind an Export ship is super ind the great a int of conjecture necessary 
to “build up” the ¢ i { r renders the ethod N ) in this instance 
mpracticabl 
Inconclusive mat also examined « ul I r ships non 
sil ay » Export’s We do not belleve it lmportal y » the details, but 
e all il | to indtk ‘ 
pe ‘ 
yf) pl p ‘ | ’ nvel n "4 ~~ {; ‘ ‘ PO} ~~ f ? 
( I nite States. & 11.650 Vet] mn 1.270 ed to 
4S levalued guilder) 0 
L948, U1 States and British tant cer bid => 
Lv47 ‘ i el ((] 22 fe ) (2 her LE 
| United States low bid $3,494,000; IEuropean hid $1,720,000 50 
yA United State w bid $2,710,000; Eu ( bid $1,350,000 v0 
L046 Dp posed Argentine Gove mel r obi ) | or ¢ cf vo 
ship 
United States high bid versus Netherlands bid 1 
United States low bid versus Netherlands bid ol 
1946, proposed Argentine Government reefer ships 
United States high bid versus Netherlands bid iS 
Lnited States lov bid versus Netherlands bid 44.3 
1 en hey 


Methods 3 and 4 we do not consider necessary to d is 
are only elements of the comprehensive me thod No 

We, therefore, believe that method No. 5 is the most practicable for this redeter 
mination. The special committee and the staff recommend method No, 5 a 
being the most accurate method for this case. 
1 fact having been set forth, « 


Our determinations of the issues of law an 
of the redetermination of the 


sideration must now be given to the mathematics 
estimated foreign construction cost of the two Export ships under method No. 5 
The statf prepared memorandum, dated November 16, 1951 (exhibit 23—A), 
accompanied with a len 
the staff's work sheets. hese dor 
that 

S$715,000 represents the estimated base domestic cost of national defense 


4 rt 


gthy appendix (exhibit 23-B) containing the summary of 


uments supported the staff's recommendation 





features built into each vessel ; 

$17,308,000 represents the estimated foreign construction cost and, there 
fore, the base selling price of each of the vessels ; 

$6,425,000, or 27.07 percent of the base domestie cost, is the base amount of 
the construction-differential subsidy on each vessel; and 
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$18,970,217 is the total estimated foreign construction cost and the total 
selling price of each vessel, including the cost of escalation and changes in 
the contract calculated to the date of the memorandum, subject to minor 
further adjustments after final audit 
These documents were submitted to Export for examination 2 weeks before the 
t-day informal hearings, beginning November 19, 1951, at which the Board received 
full explanation of the staff's calculation andl analysis thereof by representatives 
of Export It may be said that the calculations were prepared by the staff in 
accordance with the prior determinations of the Board on the questions of law 
ind policy outlined above 
The Board, after considering ali the evidence, including evidence presented by 
witnesses on behalf of Export testifying at the November 1951 hearings, has 
come to the conclusion that the recalculated total figure o: SIS STO2L1TT, a en 
mended by the staff, is the best estimate of foreign construction cost of each of 
the two vessels as of August 11, 1948, that can now be made 


This estimate, which we adopt as our own, is bused, we believe, on the est 
nformation available at this time 
We now discuss some of the important elements tl have been ¢« sidere j 


making up this estimate 


Efforts have been made to obtain the Netherlands cost of each item of terial 
going into the ships Phere was available to us an itemized breakdown of the 
materials actually put into the ships by Bethlehem and the cost of each and 
the time expended for the installation of each. The items of material were 
divided into two main categories, hull items and machinery items Phen ers 
of our staff who made the analysis and calculations were me f wide practical 


engineering background, with particular experience in shipbuilding and ship 
onstruction estimating. On this estimating staff were economic experts practiced 

the handling of economic statistical material and economic indices The 
information as to foreign costs, foreign shipbuilding practices, and the general 
foreign economic conditions, particularly in Holland, came from maritime attaches 
stationed with various American diplomatic missions in Lurope who had similar 





practical experience in ship construction and ship estimating and a working 
amiliarity with the foreign conditions involved and a wide acquaintance among 
foreign shipbuilders. Where possible these foreign representatives obtained the 
ictual T4S Netherlands prices of the material item Where this was 
issible and where an item was subject to breakdown into i ponent part 
hese parts were priced and the Netherland thor cost add to estimate the 
e of the assembled article. In other cases it was necessary to take Nether 
inds 1951 prices and by use of appropriate dices «ie e the proper 148 
‘etherlands price by calculation \gain, where the Netherlands price 
the exact size or shape of an item could not be obtained, the Net inds 
fa similar or closely related article was obtained and the rat of the 1948 
Netherlands cost to the American cost of the priced at t Was deemed to apy 
{ the article for which the exact Netherlands price was not obtainabie Pol 
ample, the foreign price for 12-inch ports was not obtainable, ereas the 
reign price for 16-inch ports was obtainable. The actual Aj can price ¢« 
oth types was set forth in the Bethlehem detailed estimate, and by using the 
o derived by comparing the American 16-inch ports with the foreign price 
f such ports, the foreign price for 12-inch ports was calculated. In one way 
another, directly or indirectly, an actual Netherlands price or a derived 
Netherlands price as of 1948S was obtained for S83 percent in value of ;: ull 
ms and for 92 percent in value of all machinery items From such results 
ippeared that hull items had an over-a iverage Nether ds price of 100 
reent of the American cost, and machinery items had V of 111 percent 
the American cost The remaining 17 percent o u tems were thereupe 
sumed to have an average Netherlands price eq lent LOM) poe the 
nerican price, and the remaining 8 percent of the machinery items were similarly 
sumed to have a Netherlands price of 111 percent of the Am: nh price 
It appears that the largest item of metal included in the hull ite covered 
el plates and shapes, The cost of steel to ft) Netherlands shipyards in 19458 
found to be 325 florins per metric ton or 5.56 cents per pound his fig 
s obtained by the United States maritime representative who in 1948 visited 
rious Netherlands yvards and ascertained that their steel car fr irio 
ropeahn sources at that figure The result thus obtaine by pers i ! wry 
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was verified from the Netherlands Government Industria Report (Maand 
schrift Report) which gave the 1948 cost of steel plates at Netherlands shipyards 
in 4S as $24.97 tlorins per metric tor This Netherlands cost proved to be 
loo percent of the American cost of similar tmnaterial, and the question natu 
rally arose as to why American steel could not have been imported into Holland 
at less than 155 percent of the American cost It developed, however, that in 
14S the American steel industry was working under a system of voluntary allo 


cautions and that surplus steel tor eXport was not available 
It may be noted that counsel for bxport has, in luany instances, challenged 





the correctness of the Netherlands figures or the propriety in deriving Nether 
lands estimated costs by methods of sampling or the use of indices, etc., urging 
that the methods of pricing used by the staff might not produce the correct i 
result Che staff in each case has produced its work sheets to show exactly 
Which of the Netherlands material prices were direct quotations, and, as to 
those prices which were derivative, which of the various methods of derivation 
mutlined above bad been used In our judgment, the methods used by the staff 
were the best available in 1951 in the absence of direet quotations it may be 
pointed out tha I cis ] pp { { ‘ cadence f Ne erlands quotations 
) ms ¢ " ad hie ‘ true n of ‘ hii} which were different 
! meitl the dire ad ve quo S] ‘ ly e staff 
LABOR 
fhe hlelhe i . I I ( A Kx | es 
howed the I 1 ‘ SSary ( i Ul Various 
ellis of \ I nulnber of Ati ultiplied by the 
erage Al \ Of ship d labor of SLl.al per ur gave the total 
\merican trav s enc } the prob he st h respec to for 
eig thor wh wo-f j Geter ne the we . hour of Nether 
mds labor, and tle dete! ine the relutive pro ctivity ol Netherlands 
and American labor, and thereu caleuliet Net he ds labor cost. 
Reports from the American maritime attache owed the rices paid by Nether 
s shipyards he ser ad | LSS fe Kills t killed, and unskilled 
hor and the proportion of each going inte tl et f compurable ves 
sels. By proper weighting of the thre f bor, the average cost of 
Nethet Ss lubor wa found to le the My ( Hd ae ts United States of 
\inerica) per hour in contrast wit ‘ ‘ Lietil’e lite tioned above of 
SLT] per hou 
In order to estimare the relative productivil Netherlands shipyard direct 
tbor and American shipyard direct labor, tl staff made comparisons of the 
an-hours required to erect the steel hulls of two Netherlands ships bu between 
47 and 1$40 with the man-hours required to erect the steel hulls of the Jnde- 
endence and Constitution Since the ships were not identical, the figures were 
hen reduced to a common denominator of man-hours necessary to erect 1 ton 
Lee hull tn eae CUS Che staff had available the total direct labor cost of 
eel hulls on a Netherlands passenger cargo ship built betwee 1947 and 
yoand o Neth i s tunker built in 1940 I at all ea ct labor cost 
ri on with the the prev: in Netherlands ave v i ‘ wmiber o 
( ds ni lie necessary to erect each ton of the steel hull was obtained, 
bei eCeSSULV TO ere el hulls « e Export 
! ere show! re the Bethlehem breakdow1 nel Ol his was obtained 
Sp 0 i Arne can feure V compat mm ol he figures thus obtained, 
ad ti ! f e of the Nethe ad zo p ‘ ( hip the per ton 
} r res e] ’ \ 11N 1. @ A . he Ne P 
a ( f t eN eria i fig ‘ Lite pM ent of e 
fi é \ | ch . Wa n | eA Marit e repl 
“4 e in Europ ho ned figures t! ited tl productivity of 
\ } nds ship ibor w somewhere between 10 'D Ce] ess tha 
\ ean labor I} general result was Confit d by tl pil of one of the 
dit American shipbuilding companies The relative productivity ratio of 
1] ercent, ae ed tral the Netherlands cargo ussence VOSS wis deemed 
. sfactory basis for computing the relative productivity of all direct shipyard ' 
bie fhe man-hours shown on the Bethlehem breakdown for each job were, 
th fore, multiplied by 11S percent to show t1 stimated Netherlands mat 
he irri b, and this was then 1 tip ; e 40 nt rate derived 


1.,} . 


hy »>show tl Netherlands direct labor cos 
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COMMENTS 


Before concluding this review the Board deems it appropriate to make certain 
observations, not only with respect to the redetermination, but also to the whole 
problem of determining foreign construction costs and construction-differential 
subsidies under the 1956 act. These are derived from our study of staff recom- 
mendations, extensive testimony and exhibits, arguments of counsel, and from 
our review of the findings of the former Maritime Commission in this case. 
Little administrative history is available. 

Our estimate differs greatly from the estimate of our predecessors, the Mari- 
time Commission, made in 1948 Where estimates are made at different times, 
from different approaches, with different sources of material, and in a large 
measure based on opinion and judgment, closely identical results cannot be 
expected. This is perhaps best illustrated by the following comparisons of some 
of the elements reviewed: 


ot As estimated 
\ ee 
Netherlands cost (on 2-ship bas f Maritim< m redete 
FP mination in 
I 1on > 
in 1948 1952 
Material $9, 842, 87 $11, 482, 000 
Labor 
4,900,000 hours at 46.65 nt per hour, less 2 pt recent for 2-ship ba 2 240 , 
3,703,000 hours at 40 cents times 118 percent for productivity 1, 771, 000 
Overhead 
At 50 percent of labor and material 1, 120, 066 : 
At 130 percent of labor and material 2, 302, 000 
Profit 
At 7 percent 924, 215 " 
At 10 percent 1, 556, 000 


The staff of the former Maritime Commission and the present staff were con- 
fronted with the fundamental problems of properly evaluating foreign costs, with 
the handicapping knowledge that the sources of information divulged much of it, 
if at all, reluctantly and usvally anonymously. We encountered some difficulties 
in making recalculations after a considerable lapse of time, but had the advan- 
tage of official publications, industrial indexes, and a wealth of new material as 
to conditions in 1948, which information was not in existence at the time of the 
Commission’s computation in that year. 

From June 11, 1940, until as late as July 25, 1947, there existed statutory con- 
eressional recognition of the fact that war conditions made reliable foreign con- 
struction costs virtually unobtainable. Between 1936, when the act was passed, 
and 1948, construction-differential subsidies for all but one newly constructed 
ship were governed by special emergency legislatiot 

We believe the principle of parity underlying the 1956 act is basically sound, 
but it is apparent that some of the procedures laid down in title V to achieve this 
principle, while suited to the more or less static conditions and relationships 
that may have existed in 1936, are inadequate today in light of changes and 
fluc tuations of economic conditions created by the ordinary passage of time and 
by World War II. 

“In planning for new vessels preparatory to entering into 
the operator and the Government must first consider the general type, size, speed, 
and characteristics of a ship to meet the requirements of the partienlar trade. 
National defense and prestige values are additional considerations, particularly 
Section 211, among other 
“other facts 


a su sidy eontract, 


important where large passenger ships are concerned 
things, directs the Commission in these considerations to determine 
and conditions that a prudent businessman would consider when dealing with 
. .’ It is clear then that a forecast of general business 


his own business 
be carefull 


conditions and expected results from operations must 
the Government and the operator in determining what maximum capital 
ator’s share) outlay a prudent businessman should make for the projected 
Without such a joint consideration, we might find the Government making its 
estimate of the proper capital outlay for the operator by the comparison of United 
States and foreign shipbuilding costs, and the operator reaching his correspond- 
ing figure by an analysis of the economics, competition, and potentialities of his 


ly weighed by 
(oper- 


vessels. 





7 Public Law 82—76th Cong. (extended from time to time) 
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I 


trade route. Yet if these two figures, obtained from nonrelated bases. should 
not be substantially alike, the project may fail of attainment Furthermore, if 
the act is to accomplish the purposes for which it was designed, inc)uding the 


mportant statutory aim that the United States must have a merchant marine 





a 
‘composed of the best-equipped, safest, and most suitable types of vessels” it 
seems clear that the present uncertainties and indefinitenes in the rela Ss 
between the operator and the Government, such as have been experienced in this 
‘ 1M eplaced with a degree of certainty and di finiteness as wel as 
r promptnuess in detining what those relations shall be oat correc 


tive measures should be considered was suc netly pointed out by the hardy 
committee in its recommendation 1 (a) of the Fourth Intermediate Report vhen 
it state] 





“Your subcommittee accepts the fact that pro Ss f deternining 
foreign costs is a difficult and complex task perhaps impos e of curate 
accomplishment At the same time, it would seem extreme probabl that 
considerably more detailed data on the subject could be ob nel than thase 
upon which the Maritime Commission relied 


and recommended further that 


‘Revision of the differential n ol é ne ¢ rif 
ing and practical lines would lv be help lisp ( f 
the confusion no\ surrounding Stratior 





Being of the opinion that the foreign construction cost estimate as presented 








by the staff, was prepared from the best information now available adopt 
as our best estimate of the 1948 foreign cost of the Independence and Constitution 
the figure which the staff has presented As already stated, thi $ S17,308,000 
und indicates a construction-differential subsidy rate of 27.07 percent of $23,- 
738,000, the base domestic cost of each vesse 
A.J. Wu Ms, A 
FEBRUARY 20, 1952 
Chair in ¢ hrat Col ng 
I cor { e} f the Fed 1 Mat Bonr <1 sed ) 
pon our inter] s of the applicable ’ mide S f ind 
hie t of the pre s ] r\ ft = administ ! dt ! 
(b) upo the nfor ( available (me er ti l : ! rs tter 
h date of I eST) ¢ the pos rif I s l e Se a 
f n ship gz cent f combi s e! shi} 
In rey S S he of t , ry 
1) ere ray . ’ Lefer h ‘ y , the } 
nal interes n thes hips as par ep ne s f s in 
p transports d the I nd the dire tl thre phuilding 
dustry resulting l the s pensions and cance Ss f he Navy Var 
ding prograt sw f tl Maritime war building progran Because 
the two factors, there was an intense urgency to get the contracts placed 
even at a time hen foreign costs were experiencing inflations of such degree 
that the value f foreign currency in the fre market was strongly reduced, 
ilthough the « al exchange was not devalued until some 12 months later 





The Merchant Marine Act, 1936, was drafted following the recovery from 
e depression of 1933 and apparently envisaged an era of world-wide econon ic 

ility in which “fair and reasonable” estimates might be possible. It did 
ot, I believe, foresee a period of such violent adjustments as have occurred 





nee 1940 and after the war The Congress itself recognized this situation 
extending through July 25, 1947, its Joint Resoluti B SZ of the Seventy 
xth Congress, approved June 11, 1940, establishir the foreigr hipbi ling 
sts existing prior to September 3, 1939, (i. e.. pre-war costs) = the basis for 
my construction differential subsidie The President's Advisory Com 
tee t} Merchant Marine, of which I s I ber, 1 £ red in 1947 

ul instabilit nid edicts he ‘ \ hich has develons 
Estimating the cost of building la ship « new d dif , 

en by the management of the ship d cor ned. whiel P . 
niates Mies of efully analyzed d based on i ‘ nn hods rs ding 
ri cost retur Indg upon t ! wad e q t ns I \ < end = 
ite! I | rts More I ‘ nee ror the ‘ to the 

¢ T ? 7 } ? T 
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the Netherlands builders of a moderately large ocean-going passenger-cargo 
ship, completed in November 1949, missed the actual costs of that ship widely, 
even though they were building the ship to their own plans 

In the case in hand, however, it was expected that a “fair and reasonable” 
estimate of cost could be made “of the construction of the proposed vessel if it 
were constructed under similar plans and specifications (excluding national 
defense features * * *) in a foreign shipbuilding center * * *,” even 
though we only had, to start with, the estimate of man-hours of the American 
shipbuilder, submitted with his bid, and his estimates of the American unit 
costs of materials in a large number of items. However these items are not 
clearly defined nor of our own records. In addition it was necessary to apply 
to these values, correction factors for currency devaluation as between present 
quotations and August 1948 and to correct for the estimated difference in infla- 
tion as between the date of the reestimate and the 1948 date of the contract 

This is one situation in which the duties of the Chairman of the Federal Mari- 
time Board in his dual capacity also as Maritime Administrator have been ex 


ceedingly difficult. Because of my ultimate responsibility of sitting in review 
of the redetermination, I held myself clear of the preparation of the new estimate 
by the staff. From the presentations mnade before the Board. it is clear that 
the best data available to the staff cannot be considered sufficiently complete in 
scope nor precise in values to be a satisfying basis for a decision of the im 


portance of the one which is now hinging on the result 
The spread of the bids received on January 51, 1951, from 10 American ship- 
vards for building ships of the new Mariner class in blocks of 5 identical sister 


} } 


shi under conditions as nearly. identical as could be provided, n from 
: 000 for exnch of 5 to $10,526,000 for each of 5, i. e., the high bid was 35 
percent above the low bid This spread was due in part to real differences in 
building costs in various yards—in part no doubt to the estimating. Any one 
of these bids would clearly qualify as a “fair and reasonable estimate of the 
cost” etc., but the result in determining a construction-differential subsidy for 
another ship on these figures assuming they were from a foreign yard would 
vary correspondingly. 

In short, while the 1986 act in section 502 (b) purports to present a precise, 
mathematical formula for determining the construction-differential subsidy for 
a new ship, it actually presents a practical impossibility from the administrative 
point of view 

The amount of the subsidy is, of course, very important, equally to the Federal 
Maritime Board and to the prospective steamship operator, in planning what kind 
of a ship the trade route in view can support. Manifestly, the success of a new 








ship will be strongly influenced by the degree in which it surpasses the foreign 


flag competition on the run, but only, of course, within the ovei trade potential 
of the route contemplated 


It is even more important that once determined and 1 ( i tter of contract 
the subsidy rate shall remain fixed 
I recommend most earnestly in the interest of these two essential objectives and 


to avoid a repetition of the grave difficulty which has developed in the present 
case, that the law be amended to permit a predetermination from time to time of 


the subsidy rate which can be approved objectively and f1 fro ecific ap 
plication if possible: so that future centracts can be negotiated with confidence 
and promptness and with fairness and reasonableness both to the Government and 
to the prospective shipowner. None of these critical elements of satisfactory 
contract administration exists today. Many thousand lollar { vears of time 
and many hours of deep study and concern have produced in the case before us a 
result which is unsatisfactory to all hands. Unless a more businesslike and 


realistic method is evolved, it will be difficult to continue to build passenger ships 
under this act 
a: 2 WILLIAMS, Neeretary. 
FEBRUARY 25, 1952. 


Admiral Cocnraner. 8. The Board’s redetermination: The Board’s 


report of February 25, 1952, first covered its final decisions upon the 


preliminary issues of law ful cl fact the answers to whiel lil derlie any 
redetermination of the sales prices of these ships. The decisions on 
the issues of law were as follows: 

a) Similar plans and specifications—American 01 Foreign 


stal dards? 


t 




















ihe roOrimel (oO?) HISSION S ¢ Pirie Wii~ oO} the bus ~ ol vessels bu lt 
io foreign tandarads, those which V hi apply t foreien-fi a nn 
petitor in the same trade. ‘The Board’s de On Was that the estim 


should he fo. vessels hy itt rs rl l\ ba le to Ay ricw) ple 


speciiicatio mid re qulremel 
» F ] 
} ‘ CTi¢ {i thet i} dete illo ! »Navva tea Te 
til : 
Phe Boar ’ 
1e mOnra S ce 10)! { « trary to ( \ ol \ ¢ ] I ie] 
Creneral Wes t if the act does not restrict thio ete ( tray 


ances To features added to the applic ant’s play Ss al pec ficat ons at 
3] bsequent Navy Department request, 


(¢) Esealation: The Commission’s vessel construction prices were 
subject to adjustment for veneral changes ! labor md material 
prices after the contract was signed. The Board’s decision was that 
=U h escal tla. adqstime nts of t| 2 vesse] snles prices were proper. 


(7) Could the ¢ ommission’s contract have in luded provisions for 


) pS KCHaANL iyustments / 

1] 1}? wt? bh stunaed . ri r 1] 
phe ponies rer 1) Was fh tive Comm —=}On «s (*¢ trie ould 
ive, but didi not, include such a Provistor 

(e) Conld the Board in its redetermined estimates a just Tor fo 

elon exchanger ‘hanges? 

rh RB 1+ } ; : 
The Board’s decision was that su uiyustments were propel I 


“made on the basis only of circumstances existing as of the date of 
the constructio contracts’ ’:1.e.. if si h adjustment “is Limatter which 
the Commi on and the applicant exereis i the judgment of prudent 


businessmen would have foresee! nd mieht have provided for i 


their contract. Since Export. as a pur ier making pavinent Tor 
foreron-built vessels upon iL progress payment basis, wv null ive 
‘ real the enefit of a ela ve aul ¢ the construc | on l rit 
lollar value of the foreign currency, the Board determined tha 
minkins fs redet rhiddeat ! r the \ = es Pp ) | lc 

ike adjustments to obtain the benefits of potential de ition whi 
| prudent businessman would or should have made as of August 1948. 

7) Could the estimates of the vessel sales prices nelucde the cost of 
|) fees for bidding plans and specifications: (2) inspection during 
onstruction: (3) fees for interior decorators: (4) running standard 
zation trials: ) tems fturnished to the ve | by ¢ thi sie Ol 
buyer? (Allitems not included in the shipyard bid and questioned by 
he ¢ omptroller General. ) ; 

Phe Board’s decision was that these items could be lhicles nm the 


1 
timated cost of the vessel ay lit the construction different Li subsidy 
f the cost of the sl} in | id it been built 


tL Toreren vara, Phi msves OF Tact and policyv aqdeciaed DY the Board 


She le the redetermined foreigey CO truction cost of the Ix 

port sh Pps he cubiect to adjustme nt fo. labor 1! dl mater | ex ilat on * 

he Board’s decision was that the estimates should be subject to 

wh adinstment because all the evidence be fore t ne ed t it tiie 

ontract m r fo. 1 torele’! } Pp could also have bee myect oO 
rlatio 

/,) Should the red termined roreien constructiol ost estimate of 

he Export ships be subject to adjustment for changes in the value of 


he Toreron currency din ne the ves e] constriuctiol De} ve 
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The Board’s decision was that such an adjustment should not be 
made. This decision was based upon Export’s testimony at the hear- 
ing that it would not have been willing to assume the risks of a foreign 
currency adjustment provision in its vessel purchase contracts and 
that it would have made a foreign contract in dollars. A contract to 
buy a foreign article for a dollar price of course would not be affected 
one way or another by a subsequent devaluation of the foreign eur- 
rency. It is only when the price is payable in the foreign currency 
that a fall in its exchange rate will cheapen the cost of the article. 
export claimed, however, that if it had made a dollar contract, as it 
suid it would have done, the Dutch yard would have given it a sub- 
stantial discount from the dollar equivalent of the cullder price be 
cause of Holland’s need for dollars. However, Export did not adduce 
any affirmative evidence as to the amount of such a discount. The 
Board undertook to make its own investigation on this score. Tlow 
ever, the statements which it obtained, principally from New York 
bankers and international investment houses, did not convince us of 
how large a discount. if anv, would in fact have been granted in con 


nection with a Dutch ship contract of this size. 
(¢) Should the redetermined forei2) construction cost estimates of 


the Export ships include the cost of (1) fees for bidding plans and 
specifications; (2) inspection during construction; (3) fees of in 


terior decorator: (+) standardization trials: (>) items supplied by 
Commission or purchased by applicant ? 
The Board’s cl sion was that these itenis, within the approved 


limits, should be included in thre redeterm) «| ves e] > iles prices, The 


costs subsequently approved by the Board for these costs items are: 
(1) S8200,000, (2) S37.500, (3) $255,000, (4) $235,000, and (5) $560,- 
OOO 

Jd) Should thr Dx li determine that Hol " | » Tort ! ship 
by ent l ‘an ‘ } ew 
det r) Lio { t] ( hiated Tor ‘r] ruct 0 | Yport 
vessels / 

air lt On ¢ Bo { t Hi 
building centei 

(a) Should all or anv part « ' e foll 
determined b Board to bet det Spee 
eXCPeECLIT Ad Ik = { Ye { } {« ] s & 
ernto? cit ra | eneine ro } »*) 
senvel Space y mic (0) extra bulkhea | na é 

Items (1),.(2). (3). (5)..and (6) wel allowed as national defense 
feature by the Mat time ¢ ommilssion. The Be rds dee On Was that 


the cost of items (1). (2). (3). and (4) shonld be determined to be 


national-defens features and that the cost of lé (5) and (6) should 


Ry . 
not be determined to be nationnal-defense features. 


] } 3 ; . } ! 
The Items ap} roved as hational defense features were determined 
. 4 "1 > " ? 
to be in excess of commerc al requ rements, Che Board app oved 
1 . : } 4 ] ; ) H lid . +} 
the prineipl that i a vessel Tenture was Orig rally pmoecidde ine 


applicant’ filed 1! ins and spec ifeation ~ an inte rence would ordinar 


1 
ugrt ror conimbhere! il Ol but that 


ilv ar se that such feature was S¢ 
this inference could be rebutted either by the very nature of the fea 
ture (e@. &. Gub mounts) or by a showing that the Navy had req sted 


! ] 
or directed its incorporation or that it had bee hcorp rated to meet 
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a known Navy requirement or by a showing of a request for its in- 
clusion by Maritime Commission personne! acting in light of known 
Navy requirements. 


Item (1) covered the cost (S299.000) of the speed In excess of 2215 
knots ( 10.700 shaft horsepower: i. e.. the difference in cost between 
the 40,700 shaft horsepower estimated to be needed for a speed of 
B21, knots and the 55.000 shaft horsepower requ “lL for 25 knots. 
Export was reque ted by the N VV al d the Maritime Conimiussion to 
increase the speed from 2214 to 25 knots. Speed in excess of 2214 
knots is not required in the vessels” service and Is not being usec and 


has little or no commercial value. The Board’s vecse] 


tracts provide, however, for payinent for this increased speed if in 
the future it is used in commercial operation. 

Item (2) cove red the cost (S58.850) for the excess evaporator cCa- 
pacity in the vessels. It was determined that the difference hn evapora- 
tor capacity between 120,000 gallons per day and 240.000 og allons per 
day is In excess of commercial requirements and was a national de- 
fense feature. Since the original vessel p ylans and pale sae ns pro- 
vided for evaporator capacity of 180,000 gallons and Bethlehem in- 


stalled 240.000 gallons per day capacity at no extra cost. the cost of 


Sa les Con- 


the excess capacity attributable to national defense was ce niputed on 
the basis of the additional cost of a 180.000 gallon installation over 
a 120,000 eallon installation. 

Item (3) covered the cost (S158,000) of the excess gwenerator Ca- 
pacity in the vessels. It was determined that generator capacity in 
excess of 3.600 kilowatts was in excess of comme re ial re qj! urements — 
was INCcOrpol ited for military purpose Ss: le. the cl ffe rence bet we 
»).000 kilowatts and £400 kilowatts. 

Item 1) covered the cost (S199.475 ) of dual nu ley nde t al d sepa 
rated Cll 


while of national defense value since the y gre atly increase the safety 


rine Toons, ‘| he 1? om nale Nt Al ad separated engine rooms, 


of the ship after battle damage. are not on ily of no commercial acdvat 

tage, but involve inc re: ised operating cost The old Maritime Cor 

miussion approved this feature as a nation 7 lefense feature but made 
no allowance for ’ wiroarsi of the failure of Export to produce evi- 
dence of the add tional cost involved in the dual er vine rooms The 
present Maritime Board did make ain estimate of the increased cost 
of s parate at d independent engine rooms and this SLOO ATS estimate 


was the basis for our allowance. 

Item (5 covered the increase of thir d-« ‘lass passe nger space from 
116 to 308. The Maritime Commission granted an allowance of S827. 
for t] s Increased passencer « eapacl Lv. The Board determ ned that 
the testimo iv of Export’s pre ident and the other facts in relation 
lemonstrate that his increase in passenger capac ity was 
1 commercial feature sought for commercial reasons. The Board 
iccording]\ did not grant ny allowanee for this item as an itional 


to this matter ¢ 


lefense feature. 
Item (f) covere | t] e cost (S96 S50) of the 7 | illat 0}! of two addi 


tional bulkheads in the vessels. This item was approved as a national 


defense allowance by the old Maritime Commission. The Board dis 
pproved this item as a national defense feature upon the grounds 

it the bulkheads in question were called for by t Ame n stand 
irds for e rcial vessels followed by the former Con on and 
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by the present Maritime Administration and which are set out in 
mehate Report No. 184. 

(f) What estimating method should be used in the Board’s rede- 
termination of the sales prices of the Export ships? The Board’s deci 
sion was that in recetermining the sales price of the Export ships, it 
would use the “detailed method” ot estimating set out in the staff's 
memorandum of September 14, 1951, exhibit 15, modified and supple- 
mented by such other methods and the inclusion of any additional 
pertinent factors as the Board deemed proper, Neither the C mp- 
troller General nor the Hardy committee commented with respect to 
the estimat hg method to be used. 

(Exhibit No. 15 is as follows:) 


Sry . : 14. 1951 
To: Federal Maritime Board 
From: Chief, Office of Subsi and Government Aid 
Subject: American Export Lines, In edeterminat sales ees of steam 

‘ships Independence and Constitution 

At a meeting held on Tuesday, September 11, 1951, 1 Board , da 
| etter to American Exp Lines, hh cerning ‘ ! heduled 
( eqite ‘ 18, 1951, iz ! ‘ with th \ 

\ h sil ‘ shed witl copy of a e { Fed 
f \i Bu | I t of At | Lit Ine., dated 
Septeml iZ, 1951, it nnecti ith thi I nnderstanding 
t t cor a " Sl l I puest ? } ( ] | Ques 


he gone! ( ‘ ‘ i ! l ( ( eting { 
Se f ‘ ] ri 1 ers in W ‘ ry | a ment 
n guesti sO W ~ erred tte Ny mn iZ Llenes we 
{ et Dee! in| s d wit PN i ( men randum 
} } ] . | o wit} 
\ | il gy W I 
S ’ lye ~ on naders ( 
\ ‘ ‘ on n ! 
hie ~ ‘ ~ 
¢ f \ > 
1 he 7 , { > . 
} ( reigi 
‘ lh ¢ I I i 
1 4 ‘ ‘ din } he ri p p 
vi efined pe I f hould 
i. el j 0 } } 
/ , is! f l y ’ 
} f thes ) ( Wil 
I d 
( ! | I | f H 
‘ ‘ ed en | n tl 
( niit \ 1th) % 1 ! | I n 
hould n to th i tribution f Ss eX] re determil 
y the tinal sales price to the owner 
While ma be d t the actual domestic escalation adjust 
ment and the estimated foreign escalation adjustment should be applied to basie 
domestic costs and estimated basic foreign costs, respectively, in view of the 
difficulty in determining the estimated foreign escalation adjustment, it is be 
lieved that a procedure is tenable whereby the domestic escalation adjustment 
would be allocated to the Purchaser and the Govern t on the me basis per 
< igewise as the dome ch price and the ¢ ( eig | c price 
percent wise are t l her 
». It is our further assumption that it now the function of the Board to 
determine tly propre les D) ( if these vesse] as of the day the contracts 
for the construction thereof were made, taking nto consideration (a) the then 
established procedure to the extent consistent with the 1: and sound policy ; 


and (b) the factors applicable to the determination agreed to between the 


























operator and tl former Commission So Te ! extent consistel! the iw 
and sound policy, in the making of a redetermination as to the final sales price of 
these two vessels. 
t. Therefore, as the treatment proposed our opinion, is reasonably sound 
under the circumstances and as this is one of the point ! ch there as 
nderstanding and agreement between the operator and the former Commission, 
it is our feeling that escalation should be dealt with as outline hereil 
2. In the edetermination by the Board of tl eS] \ ‘ snles 
prices, should the estimated foreign consti ion cos Ame n 
dollars be subject to adjustment for the changes i 1 ] ‘ eign 
curre cy d gx the period of constructh ind puyme 
For the reasons outlined below, our reply to this ques a} to b 
mn the neg Live 
(a) A complete search of the trans ts of the Com e es and tl 


\met! lcx] t I es, I nd American Preside ! I ! d ‘ 
const ( ‘ essels, has failed to ind e! l 
mn fi her by the former Ce i oners or b | 
es, to such djustment snow propo Phe d 
t hereto t eno} s fora] ! hat ‘ ‘ I ( dl 
] ( il ‘ ! 14S \ hoy ‘ , ‘ c 
ae u rf fe yn eur eS late ke ] ‘ d then ha 
£ el . Ol v | } ! l ( 
rmer (om Col I sent s did ¢ . 
ree-ma rate should be ust the « m D h United S eS 
urrencies, no thou as eve \ ! ‘ ( ! I di 
rd whi ln Late ‘ i i these 1 \I ‘ I I nd st d 
gt t the ¢ ge of le el I f l e forme! 
Chau in of the Commis t was el | d ti } ‘ . i | 
mad will thre mewo hie v { ‘ ‘ } 
mited tie tel 1 ‘ ait l iv pat s I ‘ 
~ mm} i the «¢ | ! j ( 
sid It em, thet ! | ( 
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d his ! ‘ ad 
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{ ed 3S ( dn ‘ wl re 
Gover} hile m e prop ( ‘ 
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the G mel ld, d ng the period of ! u n, be | 
l ! s which would unde re db une 
( t I ited S \ ~ ad Cl ( rie 
‘ d ive ! onship ! ! ( ‘ 
f ( I \ ich the s p rd \ al i maid lr) comput g 
‘ ( herefore, | g1 Ltot t or «ce { t ( d 
( f witl ni n to the increase r eS he 
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dollars in making his purchase. If an exchange rate entered the picture in the 
conversion from one currency to the other, it is also understood that the current 
official rate would be applied to the entire contract price. Presumably foreign 
shipyards and banks are in no position to extend long-term credit to an American 
operator, so that if an operator needed or desired credit, as American Export 
Lines did in this case, it is also understood that he would make his arrangements 
in a bank in the United States where the entire transaction, insofar as payment 
by the operator is concerned, would be figured in dollars, the operator making his 
down payment in dollars to the yard, or the yard’s bank, and making mortgage 
payments in dollars to the operator’s bank in the same manner as if he had dealt 
with the Maritime Commission or the Maritime Board. In this way the operator 
avoids speculation in foreign exchange during the period of construction. If 
these understandings are correct, therefore, the operator Would receive neither 
benefit nor detriment from any fluctuations in the world-market rate of the 
currency of the country in which his ship would be built 

(d) To summarize the situation, even if foreign exchange speculations on 
the part of the Government and the shipowner were permitted under title V of 
the 1936 act, in the sale of vessels by the Government, it is believed that it would 
be most imprudent, if not impossible, for the reasons mentioned above, for the 
shipowner to speculate in foreign exchange in the construction of vessels foreign. 
Likewise, it is believed that the Government could be thoroughly criticized for 
engaging in such practices with respect to the payment of a construction subsidy 
even if done in a prospective manner. Obviously, then, it would seem most un- 
wise to act retrospectively, knowing that devaluation will work to the disad- 
vantage of the Government in this case. However, be these facts as they may, 
the most important reason for not considering and giving weight to such flue- 
tuations in the subject case, is because no consideration was requested nor given 
by either party at the time of the discussions between the Commission and 
Export in August 1948 

“3. In the redetermination by the Board of the respective vessels’ sales 
prices, should there be included in the construction cost of the respective 
vessels the following cost not included in the shipyard bid: (a) Fees for 
preparation of bidding plans and specifications; (0) cost of inspection during 
construction; (c) Interior decorator’s fees; (d) Increases in cost due to 
running standardization trials; (e) The cost of supplying items not included 
in the construction contract but which may be furnished separately by the 
Commission or purchased by the applicant with prior approval of the Com- 
mission?” 

The law is silent on whether or not items of the nature listed above may be 
subsidized. The Comptroller General in his report of July 11, 1949 (see p. 48 of 
H. Rept. No. 1423) recommended that Congress clarify sections 502 (a) and (b) in 
this respect, but did net state er apparently ever imply that no construction 
subsidy allowance should be made with respect thereto. It is our understanding 
that our general counsel feels that the intent of the 1986 act would warrant an 
affirmative determination as to this question. On this assumption we shall com- 
ment on said items from a policy standpoint. 

As a matter of policy, there would appear to be no objection to paying a sub 
sidy on all items listed above, if it could be shown that all of these items of 
service and supplies would be acquired foreign if the vessels were constructed 
foreign and at a cost that is less than the United States costs would be 

In such cases where the answer is in the affirmative, the question arises as 
to how the percentage of cost as between the Government and the operator should 
be divided. Unless, as to a particular item, it could be shown that it is unsound, 
we would be inclined to recommend that the actual domestic cost be divided per- 
centagewise on the same basis as has been proposed herein with respect to esca- 
lation. 


After the broad principles have been agreed te in the application of the law, 
then there would be the matter of making certain assumptions upon which to 
make the necessary determinations 

As to nei ||) the question arises as to whether it would he proper fo assime 
that the shipowner would use foreign architects all the wav throngh or that 


both United States and foreign architects would be used To the extent that 
we presume foreign architects for development of detail! design and working plans 
would be used, we would believe that subsidy shonld be applicable and that 
United States architects would be used for preliminary prebid plans and studies 





and that no subsidy would be anplicable thereto 




















STEAMSHIPS IND 


PENDENCI AND “CONSTITUTION 137 


As to item “(0),” it appears reasonable to assume that the shipowner would 
use its own inspectors, regardless of where the ship is built, which, if true, would 
rule out subsidy on this item 


As to items “(¢c)” and “(d),” it appears reasonable to assume that, under normal 


circumstances, these items of expense and supplies would be incurred or ob 
tained in foreign countries and on that assumptior nbsidy should apply under 
normal conditions 

In reference to the allowance list materials included in f if these items 
could have been obtained more eaply the 1 ted S fore coun 
tries, it would rule out the payment o bsid hye nin tl ibject ‘ and 
conversely, if these items ou have btai diy f eligi i sub- 
sidy puym there would be proper 

It was agreed between the former Cor n and Ex] hat domestl 
cost of items “(a) hy d ©)” should be eligib f bsidly he basis 
‘ the differer il ye ! e est shed by nhipatr l ( t price 
of the ship with the estil ted basi ost of ¢ st ne thie OSst ! e)gl Ko 
the reason indicated, we believe that subsidy on item “(/ s al he iled out 
and that subsidy on items “(dad)” and “(e)” should be paid bject to the fore 
going qualifying remarks 

It appears that iten ( d 1)? we not s} ( ! l in the 
liscussion and corr ndence between Export and the ¢ it is be 
lieved, however, that the reference in contracts MC 6146s O1409) eN 
ecuted in May 1951, t ( st curred by the buy: I ust on of the 
vessels to the exte ! d} he ( } 
clusive of these tw ‘ 1? a ere |} e beer ch ite if ¢ el I 
curred n hang is ] ided in the ! icts 


center whic urnishe f nd rey | t 
tion of the ¢ ed f ‘ PSS 
I t ( tion foreign shij 
eeled t r fa epre det 
‘ ' 
. ‘ 
ne ! I I } 
i ( CSNt . 
iY ‘ IK N ! 1) 48 } 
| ‘ } ¢ } 
ty is ssur 
‘ il \ | ‘ 
{ 1) ‘ 
| } p ’ 4 } fe +) P , ‘ 
"4 1047 f ' - 
1} t f Da ul Tl iy ‘ 
‘ a ! ‘ I he French met ! ‘ 
rhe p ! t n Italy w ( ! ‘ 
es 1? | I ! ! ! e orl 
od : oO TIS, we d indi e that It ! ] ( t 
f i nee of mplying h ntract l « igations as to time and price 
With ft Tul eX ‘ l lice ii ita 0 y th Unit i Kingdon 
! ‘ Nether nas U n and the choice between hese wi | S » be de 
ne ) f the third criterion, namely, the lowest cos 
! ! ted by U1 d Stutes Fore Service fice ( te 
‘ pb l ‘ 1 1 Nethe Is Ss about 5 ] ‘ t ] ible 
{ “ut l i lit C1 ed Kin ‘? 
‘ i } t ! ttle d re hie st of 
WW ‘ ] } Net 
‘ 1O p ‘ ha ! (nited Ni lon Und I 
Pp el ( lie pre htative ! lit 
f ] d hy the Be d of ‘ ‘ eS 
’ } ih } od fF « natin . ¢ 
‘ é | ! l ( if I ir pl S nad ( ! 
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mentioned in questions of policy number 4 a, b, ¢, d, and e above (i. e., obtain 
ing bids from foreign shipyards on plans and specifications or any other 
method. See special committee report discussion of ‘Methods of estimating 
foreign costs’ ).”’ 

The common, normal, and usual commercial method of establishing the sales 
prices of vessels as used by United States and foreign shipbuilders consists of 
estimating individually in detail item by item and totaling the cost of material 
and labor mun-hours requred to construct the respective vessels, plus a proper 
proportionate overhead or burden charge and the addition of the profit or margin 
desired. The estimated foreign cost can therefore be derived by paralleling every 
item in the detail estimate of the United States bidder's estimate with a cor- 
responding foreign cost. It is recommended that this method be approved and 
deemed to be the method which will furnish a fair and representative estimate 
of the foreign cost. 

The above method of estimating the foreign cost is discussed in detail in 
the report of the special committee under the heading “The detailed method of 
estimating foreign costs.” Other methods are also discussed in the report and 
have been rejected as not satisfactory in this case for essentially the same reasons 
as stated in the report. 

A. J. WILSON, 
Chief, Office of Subsidy and Government Aid. 

Admiral CocCHRANE. Mr. Chairman, the following discussion of 
methods is pretty detailed. Do you want me to read it 

Mr. Weicuet. Did the Hardy committee tell] you how to do it? 

Admiral Cocurane. What? 

Mr. Wetcuet. This part you are not going to read. 

Admiral CocuraNe. No, sir. These were the studies made by our 
staff and by the so-called Seward committee. 

Mr. Weicue.. What you are about to read or not, did somebody tell 
vou to do it that way, some committee ? 
~ Admiral Cocurane. No, sir. These were the things considered by 
the Board in arriving at its decision to do it one particular Way. 

I think I would like to read the method that has been used but do 
not need the ones that were not. 

Mr. Weicnet. Are they different than ones that have been used 
before ? 

Admiral Cocurane. Yes: it is different. 

Mr. Weicuer. What help would this be unless you tell us what 
they used before and what they use now ? 

Mr. Suevrey. I think we ought to get this all in the record. Then 
if we want to question on what was done before or what change de 
veloped from this observation or recommendation, I think it would 
be in better order. 

Admiral Cocurane. Whatever the committee wishes. 

Mr. Suetitey. Proceed, Admiral. 

Admiral Cocurane. Yes, sir. 

The special committee appointed by the Board on August 14, 1950, 
to study the whole problem of the construction subsidies and defense 
allowances on the big passenger vessels submitted its report under 
date of September 7.1951. It there discusses five methods for making 
foreign cost estimates of ships. 

Method No. 1: Obtaining bids from foreign shipyards on the actual 
vessels involved. It is highly unlikely that a foreign yard will under- 
take the costly and lengthy job of a foreign estimate even though it be 
paid for the work. The accuracy of the result would be impaired by 
the knowledge of the foreign yard that its bid would be used to sup- 
port a subsidy for American vessels in competition with those built 
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by the foreign yard for its own customers. Export used this method 
in reverse. Export secured the plans and specifications of the motor 
ship Oslofjord, a Norwegian ship built in Holland, and secured an 
American cost estimate of those plan and Spec fications by Bethlehem 
of $18,883,194. The value of this estimate of Bethlehem 1s dependent 
upon the final foreign cost of the O otfijiord, \ flo ire which, because 
of conflicting information and the inflationary trend during her cor 
struction is still a matter of conjecture. . 

Method No. 2: Comparison with the known cost of similar foreigi 
vessels: Phis method would be of considerable value but has limited 
application unless it can be found that an American and a foreign 
yard are contemporaneously building fairly eq uvalent vessels. Ex 
port sought to use this method by comparing the British-built steam 
ship Chusan with the Export ships. By using Export’s reported cost 
of the Chusan (3.650.000 pounds sterling) and estimating adjustments 
therein for the differences between that vessel and the Export Ships, an 
estimated foreign cost of approximately SIS.360.000 for the ke xport 
SHIps 1s developed, which would five a construction-ditferential ratio 
of approximately 29 percent. This application of method No. 2, how- 
ever, Is deemed impractical for the two reasons that there is no con 
Vineing evidence of the cost of the ('Ay / and that the phvsical dif 
ferences between the Chusan and the Export ships are substantial. 

Method No.5: Estimating the relat oO! ship bet wee mayor categories 
oft cost such as labor. stee] plate, joer WOrkK, Tall e@hwibes, “uAXl]Llary 
machinery and equipment, etc. 

Method No. 4: Using predetermined ratios between the foreign cost 


and United States cost of hull machinery and equipment. 

ticaiia Man D cidk A were tt ceed on thee ave only eleenenia of 
comprehensive method, No. 5 , 

Method No. 5: Estimat he the fore Yh cost deta by parallelin - 
every item the deta led estimate of the low United States bid with 
the corresponding estimate of the foreign cost of tl it part ilar ite) 


The Board determined that method No. 5 was the most practicable 

for the redetermination of the sales prices of the Export ships. The 

Board’s statl prepared a memorandum dated November 16, 1951, ex 
‘ : ree wee 


hibit 16, accompanied by a lengthy appendix containing a summary 
of the staffs estimating work sheets. These documents in prelimi 
nary form were submitted to Export for its examination at least 2 
veeks before the 4-day informal hearings which began on November 
i, Lod. The caleulations prepared by the Board’s stat? set out in the 


referred-to memorandum and appendix were prepared by the staff in 

accordance with the prior determinations of the Board on the prelim- 

har but fundamental questions of law and pol \ outlined above 
Lt 


(exhibit to 


(fexhibit No 16 follows:) 


N 1¢ 1951 
lo: Federal Maritime Board 
Frot Office of Subsidy and Government Aid 
Subiect \ rie; Expor I es, Tne lete nat I f ' ( f the 
stenms s Ji pende nd Cr titut VIA POY 1 Oy] 
PURPOS 

To presel for the consideration of the Board, « 1 truction-« forent sub 

sidv rates as recaleulated by the Division of Construction ¢ s of this Off | 


plicable to the snbject vessels These rates, and the ecommended revised ves 
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sel sales prices upon which they are based, were arrived at by the use of 
detailed method of estimating foreign cost, and by the application of other gen 
eral principles approved by the Board, as hereinafter explained 


DISCUSSION 


Background 
Prior to World War II, American Export Lines, Inc., conducted the services 


from United States Atlantic ports to the Mediterranean area and to India | nder 
: apes ; 


in operating- differential subsidy agreement dated January 24, 1955, which pro 


vided for staggered termination dates ranging from 1951 to 195 








avi his company 
was able to replace all of its cargo vessels which had been lost or ot rwise dis 
posed of during the war by making purchases under the Merchant Sh'p Sates 
Act of 1946. To replace the four 1614-knot vessels known as the Four Aces, which 
operated prewar in the Alexandria Ewypress Service, however, Export filed 


application on December 29, 1945, for construction-dilferential subsidy to aid 





in the construction of three 22-knot combination vessels of the P3-S2-DL1 design 


Because of their increased =p ed passenre iCTCOMMCcdacions, nd cargo capaci 
ties, these three proposed vesseis would have been able to provide greater service 
than the prewar service of the Four Aces AJihough the three-ship application 

as tentatively appr db the old Commissior the tnx controversy between 
subsidized operators and the Bureau ef Internal Revenue had 1 een settled 
and American Export Lines, Inec., decided not to proceed with new construction 
until its oblications with respect to the payment of additional income taxes had 


heen determined 
Subsequently, the company made arrangements under the 1946 act for the 
purchase of four 1644-knot C3-type attack transports, and, on April 29, 1947, filed 
' . ' ? ry T 


1 for const ( ! eren | ubsidy tf ( th constructing 


pplicatio 


i : ’ = 
47. the fo f ! detey mee th ( it t 
of the reconstructing and reconditior ff , f performed without 
‘ d to the re I ! > ] vessels in class, would 
ount to $2,695,000, of whic L.625.000 w tad as the Toretgn cost equiy 
l It I il : ‘ I ( I I { re m 
doadon the red ! if ! ‘ dedint el tndums 
September 2 1 October 19, 1 er disen if these fou 
\ . Innece I 

With the acquisition of the new Fou lees, Export’s construction req 
ments under its operating-differentia ibsidy agreement of J iiry B24. 1988, 
could probably be considered to have been fulfilled In 1946. however. the 


ormer Trade Routes Committee completed its surve f essential routes and 
services under section 211 of the 1936 act, and on May 20, 1946, the old Com 


mission approved the Trade Routes Committee’s recommendations covering the 








‘ 
ope ation, on a long-range basis, of Spec fic services on these essential routes 
Passenger and combination ship operation was recommended for Trade Route 
No. 10 te | Me terrinean on two services, one being the Ale ndria Express 
TOE Cala was to be ken care of with the F'our Ace and the other, a 
marily to Genoa two larger ter enger vessels 
probable that if Anu I r an extensior 
} rs ‘ ore eT h 
Italian passenger service, the Commission and it would, before award 
such an extension, have required a commitment fror the company for the cor 
struction of passenger vessels for this service. (We make this statement in 
i} nn h ( ~¢ ! t to extend ar operating 
] \ | ond the termination ( 
I ! l t Tel r agreed to pro . 
c ! hb ( ) oO be require to m 
ri e requirements of SeFViICe ¢ st ice the operat 
0 Pel t I iry, howe bh i- 
py for the S2-DL1 design, referred to 
a filed a LINE TLE Te to its earlier application so 
! rie ‘ t » | rer passenger vVesse's ¢ the P 
it nin the west co t of Italv service While the two passenger vessels 
perntor agreed to build did not fully meet the requirements d down by 
‘ mmission in the Trade Route Committee’s report of May 1946, the 
et the revised reaqnirements of the Commission 
Instead of an extension to the old agreement, the company proposed that 
iew of the large undertaking involved in the building of the two new sl 
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the Commission te inate this agreemel! as of December 31, 1947, and simul- 
taneously authorize the award of a new 18-year agreement which would expire 

n December 31, 1965. On August 10, 1948, the Commission ay proved this pre 
posal and authorized the sale of each of these t » VESSE now the Jndepend 
one an Constitution, MC Hulls 2012 a 1 VOLS. respectiy V) nmpon the co 
pletion, at a base unit price of S11.956.2S: w hic Wil oO ited, sil » 45 
percent construction-differenti us follows 

Ll) Base nit price if 25-k [ es per co I t witl bet ( 

ste ‘ r. (Mw) 
Base unit price of 2 knot vessel per r eb 3 
t el ee ('< > th 
\mou le ! rep ent eX | ) > M) 
1) l ites ise lil Pore nh cos oie ' . “t 2. 715, SOO 
I i ted base f elgi o at li cit ! f 
han ¢ OSS sper > | ‘ of SLOTTO00 | é 
ly e | eat “fT ‘ ( a} ~ r Tuy ‘ 
ent to retleect Expo har ! ‘ ( 11: %¢ { 
ut i! t te f Cu o tees for! ‘ rye at | | i 
ions, Cost of inspection durin TS ti ! ecifi 

ions, running standardization "}nls ( r 
mtract but which may be furnished sep ( e ¢ rpurcl 
by the applicant with the prior anprova f the G ‘ ‘ 

e constructlo contract pric due 1 t! exSSr of { } ‘ 

(onder this ;: rranvement Expor 7 oi ; 
SOOO DLO ( ent , ‘ ! V1 { f HY S 

M00 in mortgaue ote hye f 

e sul t to fir d 

In the norma our f « ! ( 

‘ ad} © bes based 1 ) } ’ , 

handled at Commission ! \ ! es 

ord 1 form ‘ hat | by I ‘ 
een reac According !\ rm re | ‘ 

tion of August 10, 1948 ere l l e fo I) 

h the operating ar ee Structi subsidy ‘A al } , 
indum dated Ob i (). 1h I Ty te j ‘ ‘ 

e¢ Comm ‘ ay NH SuUDmLsS 0 ‘ ‘ 

rating -s t l ‘ ele | ! 

( oc ral ‘ le , | fi 
i) ‘ 
1 al , 
! ( / 
I \ f 951 dint ‘ ‘ } ( 
‘ ' Ex [ 
‘ | ‘ | 
far 

1 Ewe onld ‘ ‘ 1 d 

‘ ’ ! ] 

W ( - ‘ I ( ’ | 
ad} e the o ! ! ! ‘ ‘ ‘ . ; 
. In the ever ejection, Export will be repaid its 
j ] nad y " ( el re 0 @ 4s eri ( ! 
nt mm | £ ) 
ree iw er e Deve t 119 I he ¢ 
e re ( rie ‘ pl 0 | ‘ hie I f 
mit ‘ of Dec ! | 7 ‘ ! 
i ; ] 
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1949, and 50 percent for the yeal LOD0 the amounts withheld to be applied bv the 
Board, without prejudice to Export’s rights n the matter, against any indebted 
ness found due the Government as a result of the re eV of these allowances On 


the Four Aces 

Decisions reached by the Board in connection with this proposal were outlined 
in the Chairman’s letter of January 11, 1951, to Export, and were summarized 10 
a memorandum dated April 4, 1951, from the Chief, Office of Subsidy and Gov 





ernment Aid under the caption “American Iexport Lines, Inc., Applications for 
Resumption of Subsidized Operations Introducti if New Vessels, ete.’ The 
Board's formal order in the mattet wits issued on May 1, 1951, as a result of which 
Export’s operating-different al subsidy ugreement, FMB-1, was ¢xecuted on sulle 
6. 1951, effective January 1, 1948 With ref I ) e subjee essels. the 
agreement provides in part as follows 

Chis agreement shall terminate on December 51 WD, DI le howeve tha 
if the operator fails to accept and agree to the i leterminati by the Board of 
the sales price of the steamship Jrde pendence (MC H 2912) he sales p 
of the steamship Constitution (MC Hull 2915), in the manner a | within the time 
set forth in the agreements between the | nited States and tl perator Gesicnated 
as contract Nos. MCe—61468 and MCe-61469, respectively, as the same mity have 
been or may be amended, then this agreement i minate 1 mn 
December 31, 1952.” 

Based upon memoranda (dated September 15, 14, and = OI mitted by the 
staff, upon report dated September 7. 1951, from the spect | ! ittes nd upo! 
oral evidence received from the stafl wi from Export’s representatives at an 
nformal hearing on October 4 and 5, the Board on O be 10, 12, 16, and 
IS, 1951, tentativels adopted the following principles of law aha por Ay for ap- 
plication n the redetermination of the sales yp! es of th Independence and 
Constitution 

1. The Netherlands is a foreign shipbuildi center which furnishes a fair 
and representative example for he determination of the estimated foreign con 
struction cost of the vessels 

®» While the use of the “detailed method of estimating Toreign ¢ sts’ was ap 
proved by the Board, the right was reserved by the Board t lkoadityv a | supple 
ment the figures submitted to it by the use of a rt he net is deemed proper 
Preparation should be made by the staff to discuss suc h other me ods 

” The estimate of the foreign cost of the vessels shall be based upon similar 
plans and spec fications of vessels built te United States standards 


} The estimated base foreign cost should not be made subject to adjustment 
value of the foreign currency during the period of construction. 


for changes iJ 
t to escalation in the same 


> The estimated base foreign cost should be subje¢ 
the United States cost under the construction contra 


manner as 
rmined sales prices, the costs of the 


6 There should be included in the redet 
following items not included in the shipyard bid: 

Fees for the preparation of bidding plans and spe ifications ; 
(b) Cost of inspection during construction ; 

(c¢) Interior decorator’s fees; 
7) Increases in cost due to running standardizatior 
; if items not included in the constructl 
be furnished separately by the Government or pur 
with prior approval of the Government. 
7. Allowances for national-defense features need not be l ited to ve 
tures added to the plans and specifications pursuant to Navy Department 


request 


S Phe following items are approved as national lefense features: 
1) Speed exceeding 2214 knots: 
(4) Extra evaporator capacity ; 
(c) Extra generator capacity ; 
(d) Dual engine rooms; 
(ec) Extra compartmentation and bulkheading to the extent approved by 
the Navy as a national-defense feature and to the extent they ‘e EXCESS 


of commercial requirements. 
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Decision was deferred on the question of whether any excess ird-class pas 
senger Capacity constituted a national-defense feature 
9. Beeause of the disparity between the official exchange rate and the free 
market rates in terms of dollars, there may be taken into consideration ar 
substantial coneessions shown by competent evidence to have been grante 
other Ame an businessmen, similarly situated, who were making at that time 
rege purchases or commitments payable in foreign currency 
f f ( ~ 
Attached hereto is the detail estimated foreign « t, appendix A, develope by 
the Division of Construction Costs. Included therewith is a summary shee 
indicating the extension of detail costs to final estimated foreigi ‘ Soal 
fly sheet therewith briefly describing the method of calculation and pertinent 
tes thereto For convenience and easy reference the fo " rs 1 eS 
the fir estimated foreign cost 
I 
\ 
2) I 
1 . 
4 8) 
Ba 
Le I 
. 
For tl rposé ‘ ¢ the re l 1 | 
nd iting the ea ns thie N 
epresent e Toreign sh l ling cent 
Attention is invited to appendix A wherein it will 1 
83 perce! t nd 92 percent hime I i ¢ 
priced fe cr d so do¢ ented Phe nee f the n ‘ ‘ ns 
if miscellaneot nafer n have beer ad to mw the same price 1 
United States to foreign s the res] . e priced ly nd 
chinery items Adjustments have been 1 le to sever of the tail estimate 
eost groups to provide tor d rere! oN ! f en pract« x ! eg ad to sul ’ 
tracted material For example, the United Stat shipbuilder’s bid on the basis 
of manutacturing the | sion turbines l therefore S mate alles 
clude basic material, and his bor man-! irs im le tl necessary man-he . 
to manufacture the turbines Che foreign estil teal ost ! cle thre 
as a subcontractor-furnished ite Pherefore the 
man-hours were reduced by the amount estimate to 1 ture rl 
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since the material cost includes the cost to the shipbuilder of a complete Manu 
factured turbine. The detail material cost and labor man-hours totals as given 
at the top of the summary sheet (appendix A) are on a single ship basis. In 
the extension of these material and labor tetals to an each-of-two-ship basis the 
same savings in recurring costs and labor inefficiencies as estimated by the 
United States bidder were assumed in the estimated foreign costs. In the final 
labor man-hours extension to labor cost the foreign cost was augmented by an 
IS percent productivity factor. The foreign overhead has been taken as a 130 
percent of labor costs. The work sheets indicate this to be possibly slightly on 
the low side. It has been assumed that this contract would be a desirable 
contract to the Netherlands and that it is reasonable to assume that the Nether 
lands shipbuilder would use a minimum overhead. <A foreign profit of 10 percent 
has been included. The work sheets by which the foregoing has been developed 
are available for inspection by the Board as desired. The final estimated for- 
eign cost as developed by the detail cost estimating method has been reviewed 
aus a whole and found to be consistent with other methods 

The national defense allowances of $715,009 listed in the domestic cost column 
above were determined by the Office of Ship Construction pursuant to action 
by the Board on October 10, 1951, in authorizing specific items for inclusion in 





this category (Memorandum from Chief, Office of Ship Construction, to Chief, 
Office of Subsidy and Government Aid, dated October 22, 1951, covers this esti- 
mate.) The amount of S990,560 for third-class passengers also included in the 
domestic column has been both excluded and included as national defense allow- 
anees as per instructions from the Board (This estimate of S$990.560 is cov- 
ered by memoranda, dated October 24, 1951, and October 20, 1951, from the Chief, 
(office of Ship (onstruction, to Chief. Office of Subsidy and Government Aid.) 
Phe corresponding estimated foreign costs listed above have been similarly 


treated in the estimated foreign cost column 
\s to the items in the domestic cost column totaling $1,033,000, but not in 


cluded in the contract, the same have been supplied by the Comptroller in his 
memoranda dated October 22 and October 26, 1951 All figures ineluded in this 
total as listed above have been audited and are within the maximum allowance 
approved by the Board \s to the item totaling $560,000, now under the maxi- 
mum authorized allowance, this amount is subject to adjustment after final 
audit rhe corresponding estimated foreign costs listed in the foreign cost 
column have heen similarly treated. 


On the basis of these considerations and computations, and after deducting a 
$24,000 insurance adjustment item as listed in the foreign cost column, we have 
stimated foreign cost of $17,508,000 per ship in which total it 





will he on has been included as a commercial charge the cost of third 
class p ! uarters. This estimated foreign cost of SI7T308,000 is 72.93 
pereent of the domestic cost of $23.733,000 as shown above The construction 
differential rate, applicable to escalation costs and costs of authorized change 

in the contract is therefore 27.07 percent. It will also be noted that as in 
f tion to the Board we have made a computation whereby the costs of the 
third class passenger quarters have been included as a national defense allow 


nee, thereby showing a revised estimated foreign cost of $16,564,000, and an 
| le differential rate of 27.17 percent. 
Che final costs of changes, extras and escalation have not been determined 


However, the Chief, Division of Estimates, Office ot Ship ¢ truction, has esti 
niated in bis memorandum of October 26, 1951, that, based on the latest available 
dat iid costs to be as tollows: 
/ f 
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A is now undergoing a preliminar review by the represent es 
of eC! Accounting Offic At this writing the Division of Construction 
Costs has had the benefit of only partial and informal Gene Accounting Oller 

muments. The General Accounting Office representative has informed us that 
n the basis of wl has been reviewed to date the only major item of cost in 
which he is not in full accord is our ectic if 130-percent overhead. He 
fends that the data upon which the selection has been muade pport, in 
is Opinion, a substantially higher overhead percentage. I sideration ot 
the fact that the estimated foreign cost has been checked as a whole by othe) 
and more approximate independent methods, with results indicating that ‘ 
estimated foreign cost is reasonable and fair, and also in consideration of normal 
estimating accuracy, it is not believed any changes wi le rtheo y that 
vould extend the answer beyond the normal accuracy exp 


foreign cost. 


As directed by the Board, the staff of the Division of Construction Costs has 


eviewed appendix A in considerable detail with the techni epresel es of 
he American export Lines No ¢ xceprrons hive been presente to the Ma tl e 
Administration staff 

The proce ires we have f wed il rriv it thre edete ‘ » ‘ 
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redetermination of the sales prices of the steamships Jndcpendence and Constitu 
tion, M. C. hulls 2912 and 2915, respectively ; such action to represent both the mak 
ifirmation of certain of the 
findings and determinations made by the former Maritime C 
action of November 16, 1948: 


ing of new tindings and detertuinations and the re 


OMMIssSlOnN in its 


I. Reaftirm the determination under section 502 (b) of the Merchant Marine 
Act, 1936, as amended, that upon the basis of conditi g in Angust of 
14S in the shipbuilding industry in foreign countries. The Netherlands is a 
foreign shipbuilding center deemed by the Board to furnish a fair and representa 


ms eXIsStli! 


tive example for the determination of the estimated foreign cost of the 
tive example for the determinatian of the est ted foreig os f the 


construction of the above-named vessels; 


ll. Find and determine, under section 502 (b) of the 





{ tiie eduction 
in the selling price (termed the “construction-differentia l , f each of 
these vessels does not exceed the excess of the fu nad fina ost of i VESNE 
to the United States (excluding the cost of any feat é incorporat j ‘ I 
vessel for national defense uses, which shall be pa or he United States 
in addition to the subsidy) over the fair nd renso e 4 1 ttl ar and 
tinal foreign cost, as determined by the Board, of each of ESSE f it were 
constructed under similar plans and specitications excluding i efense 
features as above provided) in said foreign shipbuilding c¢ 

Iil. Determine that the sum of $715,000 represent © 4 nt 
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were grouped and the grouped items were priced through the priv 
ratio of a priced sample from the group. Through the use of these 
several pricing methods estimated Dutch prices were developed for 
83 percent in value of all hull items and 92 percent in value of al 
machinery items. These estimated Duteh prices for 83 percent in 
value of the hull items were found to be equal, in the average to the 
American cost of the same items, resulting In a comparison coefficient 
of 100 percent of the American cost. For the machinery items thi 
Dutch cost estimate of the 92 percent in value of the items that could 
he priced were found to represent an average of 111 percent of the 
American cost of the same items. The remaining hull and machinery 
items were therefore assumed to bear the same average cost ratio 
to their American costs. Although Export questioned the correctness 
of the Dutch heures and the validity of nwany Duteh prices derived 
from the staffs sampling method, it did not offer any evidence of 
actual or quoted Dutch prices for the materials in que tion which were 
at variance with the estimates of the Board’s staff. 

Labor: Using the American labor cost derived from Bethlehem’s 
breakdown, these labor costs were adjusted by the use of the average 
10 cents per hour Dutch labor rate and by 118 percent representing 
the productivity ratio of Dutch to American labor, to produce an 
estimated Dut h labor cost of construc ting each of the vessels. Ex- 
port questioned the 40 cents per hour Duateh labor rate but did not 
produce convincing evidence affirmatively establishing a different 
rate. 

Overhead: The overhead costs were estimatd at 130 percent of di- 
rect labor as a fair median of reported Duteh shipyard overhead 
rates in 1949, which ranged from 125 to 140 percent of direct: labor 
Costs, 

Profit: Profit was included in the estimate at 10 percent of other 
costs. This profit figure was basecl upon reports of the profit in- 
cluded in Dutch shipyard prices as reported by Maritime Adminis- 
tration representatives in europe. The stalf’s caleulations produced 
an estimated construction cost of building each of the Export ships 
in the Netherlands in 1948 (exelusive of escalation and changes) of 
S17.508.000, resulting In a 27.07 percent construction differential 
subsidy. This 817,508,000 estimate after it is adjusted for escalation 
and changes (subject to further adjustment on final audit) produced 
a sales price of each vessel of SISPTO217. This redetermined vessel 
Cs price Was approve | by the Board. 

Che Board's estimates of the Dutch labor costs differ greatly from 
those of the former Maritime Commission. The major differences are 
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Admiral Cov HRANE. That. of course, was the contract of sale to the 
company, not the contract for the building of the ship. That on 
was executed promptly on August 11. 
I am not too « lear nov ,and [ have not develope lit from the record, 
as to why the delay that you have just mentioned in the formalizineg 
of the sales contract. I was not here and the record is not too cleat 


as to just why that was not done promptly. It certainly was the 
Intent ot the parties, 

Mr. Sueno yr. Isthat the stan lard operat ne procedure down there ? 

Admiral Cocuranr. No, sir: it is not. 

Mr. SHELLEY. How long does it take for some of the other lines 
Whose problems have been mentioned 
States, for exampl 4 

Admiral Cocuranr. The United States Lines contract for the 


United States. the eo tract of the sale was executes I itaneously 
VW h the contra for the | iia gf ot thre Hil} | ( ‘ it s 1 , 
case With the Ame in Pres dent Lines is well 

Mr. SuHevuey. The ontract Te sal \\ \ muitaneousty 
With the contract for build ne? 

Admiral Co HRANE. That is true in the United State Lines ense. 
In the [ ted Ss { Lin i the date of the actual iwning of the 


formal document the coptr [ have before me now refer to the date 
of construction contract for the / ited Ntates as of the 7th dav of 
April 1947, and the notarial seals do not have a date in them. which 
Is surprising. Phe date of the sales contract is ilso as of \pril 7. but 
the actual signing date is May 3, 1949. 


ve HELI \ ear vie ost if hnstance 4 
Ad l 4 i NI \\ i W «I 

\I ‘ed | Ky Wi Vo! Wo} it¢ } ! I \ i .) w! 1 

{ lit DOs here lithe eles’ 

ln ( An ! rads a | foreig Lear's You ive 

to Lup 1) ition toda una » some of 

t questio mM cf, 

Ac rat CocuRrany For example. and TF tf] c one of the largest 

| rac ! very strona conviction t} country that pas- 

Seng be fireproof. ‘To that end these ships are built 

| il] hie on bu tible material] them. Even tne fabrics 


are either of a glass fiber or are fireproof. No wood is used. 

The utmost effort is made not only. as | Say, tO ext lude combus- 
tibles, but to prov de fire protection systems and subdivisions ot shin’s 
structure by fireproof bulkheading in addition to the water bulkhead- 
11 o put in the lov er part of the ships as protection against flooding. 
That represents a substantial item of expense, and the use of the ships 
of metal furniture throughout in lieu of wooden furniture and the 


use of fire-i ting ceiling throughout instead of wood paneling. as 
do it road me represent il sub tantial 7 ference. 

(One of the othe hyo tenis thre one | mentio qd enurher, tf woof 
the crew's accommodations. It has been the development. and widely 
acce} ted n thi OuntTry. that the accommo ition for the rey houlad 


be as satisfactory as t} ey can be made, 


The present tre j even for the ww hice) ed men to roy de very 

, ‘7 ] } . rh) 1+) lL. ; ;. ; } 
comiortabie berthing. Phe ultimate objective twotoa room, wit! 
toilet facilit es and s] wer between each pair of roon That } not 
heen met fu iV In these shi ps, but it is the tre ia 1 cle opment, and 
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eat is done Ih them S Tht hy better than has been done in practice over 
revious years. 
Mr. Sueuury. As against what in foreign ships / 


Admiral Cocurane. In foreign ships men are stowed in main in 
ink POOTIS with 16, 13, and “Ur ink Some rooms | it irangements 
r messing are much less satisfactory. The arrangements for toilet 


cilities and washing facilities are much less complete than our own 


I will say there has been recently a strong trend abroad to improve 


e COnGITIONS Ih thei latest Ships, but as of this tlime there is a dis- 
ct difference between the standards there and her 


Mr. Sueciey. That is why I asked the question, because recent 


the hearings on the long range shipping bill right int room be 
or the full Committee on Merchant Marine, one American operator, 
gentlema DY the name of Mr. Isbrandtsen, sa vel ehementhy 
ere Was not a great difference in American standards and foreign 
tandards today; that foreign standards in many respects | ul come 
ip and some exceeded American standards. And he referr 
fically, a I recall, to crew accommodations in S ! navia Vesse 
Phat testimony left this question in my mind. 

Admiral Cocurane. Some of the latest foreig) Lit ps ad ip 
proach the standards we are now using. ‘That is. they have a good 
any things and liberalization in their views toward men who have 
0 make their livelihood by going to sea. 

My own personal conviction is that that is a wise ind proper ce 
velopment and it has meant in some cases that spaces which would 


have normally been revenue-producing have to be assigned to acco! 


NY odatio1 Ss which are not reve we produ ne. \nad t il 

problem n the economics of ship operation. 

Mr. Sueccey. In arriving at American sta 

ke this, this the type of problem we have ¢ Phat i An l 
peratol its a ship | silt. the questo] then i] (> metier re it 
mits the plans on f he s going to get im actual bid o vorkabl 
from the foreign vard, would submit the plans for an American vé 
eel L \) ( in f lard hy Ot Course Ol it oring bhi 
type of pas against the bid of an American val uiding exa 
iit same vessel meeting American standards, with the only 
ferent il being nthew we COSi ind the material c ts her il 

rb d Fashipll i foreig) \ ird to foreign standards i ri) 
Ostorbou dine iship to American standard ! I \) Cl ra, 
vhich ve would operate on the theory that 


\ ‘ i i } i , i 
ship was built in a foreign yard, you are presuming it would be in 
competition with the American ship eventually built in the American 


vard, and you would have to recognize that the obje tive of the whole 


ict is to achieve “pal ity” for American operato! 


Does my idea express what the issue is here ¢ 

Admiral Cocurane. T think quite clearly, Mr. Chairmat 

The simple commercial view of this problem is that an American 
operator acquires an American-built ship, and part of this whole 
business, as I mentioned before, of shipbuilding, is the vital part of 


a complete American merchant marine. In other words, 1 

depth. That is not possible. 

To get his ship built in this country then, of course, in order to have 
her certified, he has to have her passed, not o Iv bv nu pection of the 
Coast Guard, but by the Public Health Service. I lentally. thi 
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Introduced very serious problems, much added cost. For public-health 
purposes the potable water, the drinking water, of the ship must be 
carried in tanks which have no contact with either other tanks i 
the ship, or oil or Water or any contact with the ocean. In other words, 
you cannot use for drinking water in an American ship a tank any 
part of which is in contact with the sea. Phey have to be completely 
surrounded by copper dams, which is considerably, more expensive. 
Ships have to be such that they are rodent proof, ratproof, which 
involves il food nian problems ln) sealing otf Various avenues lh which 


ght move from one part of the sh p to another. 


rodents 1h) 
Sothe American would wind up with ash p which represented sub 


stantially higher capital investment and with a foreign-built ship 


hey ot 


~ 


doing exactly the same commercial 7 the same num 
people, the same number of passengers, the same amout of express, 
and so on 

The typi i] investme} # therefore. ot the American, which Soa 
factor in his commercial operation, is higher to start with, aside even 


from the question of the higher labor costs in the American shipyard. 


’ ? 
sot if the Ship ope itor is contronted With Wing to earh not only 
fhe same prohts that the foreigner earns, but enoug to Carry any 
rdditional eanpital he \ md to put in the lp. Which represents a 
~~ ] +} f I] onerat * +] 
t') } aift } é P OVel wl op flo Oj; e SID. 
i i 
I think that question vou have asked gets back to the original letter 
l 
: : i . . . 
Which was Writtel bDy\ I) HK! 1). roosevelt vhen tf : quest Ohl Was 
first presented oO the C ¢ a] =~ 0 Mare t eos Lk rete] to thre 
subtertuce \ Hh Has ore { mail ) ra Hi tvs 
1 } se ve ¢ S ! ! e « nzress ( \ naimmtain 
Ie S ! deq ! \ erie nn rehial t L be ( fford 
} next ly j Dv i rigl ‘ \pp ( | va } bsidy 
mts i ! \ simple hing, n st 1. ding for 
\ hry uv { ‘ men ke ] re bye \ el 
ne elg <hipb l my « t 
] ] 1 
Phat I ta to mean t whole | aL f the cost of prod y 
oOhipetitor der Torelg) flac " wa =t | | (rr if 
Ss I it ‘ thre f per vy . i sh | 
i - r I ! el 
1 i ! ( } f* 
rie 1) ( ! ! 
\ t] me fi Pe ! ntalr Ame S I rd 


1 | il the ba ?) rinally S elled into the L936 ict, 


1) ’ 
Mr. Suecitrey. If we had no such thing as a subsic 
struction t Americ n vards of American vessels. or for operation. 


1 ° op 
there probably would be no American vessels on the high seas: if we 


had none, would it then boil down to the American operator who did 
Wahta ves .7 it ) v 1 « | )! : ere f @ 4 ‘ } 

pol wMinT wold onerate vould be voing to eo 0 ward 

«re ne oa (i «© l ( } ( ral } | are \ } 


we built to foreig mndards 11 foreig ! 
Ame} n flag. anvwav. Admiral Cochrane ? 

Admiral CocHRANE. That is eorrect, I thay : Qf cor e. a CVI 
that would be imported under such circumstances would have to p 
heavy duty. and the chances of it being brought d register 


under the American flag would be almost zero. She would be exelud 
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placed. 
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Mr. Sueciey. Was there ever any effort to find out if that interpreta 
tion was the intent that was intended by the author of the letter? 

Admiral Cocnrane. I think there was some informal effort, but 
no letter requested, tO my knowledge, no formal request, 

Mr. Sueviey. Getting back to the foreign ship construction costs, 
you stated that your conclusions “were based on such evidence as we 


could 


get.” Then later you referred to the staff compiling it. Do 
your statement menh vou feel the ev idler ce Was beac king in material 
respects or, to put it very bluntly, were you convinced by the evi 


dence did you feel very definitely convinced that the evidence was 


sound ¢ 


Admiral Cocurane. I feel that the evidence that we have to foreign 
costs is neither adequate nor satisfyingly reliable. That, of course, 
means that people who have to make these deeisions have to be eulded 
by other factors as they bri or Te bear on them. We have repre senta 
tives abroad who are charged with the responsibility of wquiring this 
sort of information. It isa very limited staff, only a few men. 

Ph, *\ have to rely on such information as they can g ithe: from their 
contacts with fore:en shipbuilders or foreign ship owners. Informa- 
tion that is gathered that way Is always difhcult. 


As | have mentioned in the formal statement. even mn one’s own 
country the data on whieh a shipyard puts together its estimate 1s 
guarded very carefully. It the basis of their business. All of these 
people who put in competit ve bids do it 1) such a fashion is will dis 
close is little of their business Opry rations as POs ble. 

Mr. Sueciry. [ have a desire to ask any number of questions, par 
ticularly in this field. I notice the time. Phere nia be some other 


i 


committee members who wish to ask questions at thi pont. I am 
roing to suggest th it we proceed until 5 (0. 1f that is LoTet able. and 


that we meet at 9:30 in the moriing. 
| would also like to ask. Admiral, f VO ( ll come OACK TOMLOLPTOW 
morning, if possible. 


Admiral Cocurane. Yes, sir. 


Mr. SHELLEY. lalso want to t\ | hive ny { irangements, in view 
of some of thet timony today, for Admiral ¢ lag! in. Admiral Low, 
and Admiral Wheelock to be here tomorrow morning. We will put 
them onearly. LT want to ask them about some of the national defenss 
reature that some Oo re T¢ mo! hy yourself 1 hyy Nin Nig hy 

\f Ci » MONE, if other members of the comm tfee wh | to ask cyl 
tions, I will defer, with the understand ne that the questions w1] ot 


be permitted beyond 5:30. Mr. Murphy. 

Mr. Murpiry. I have no questions. , 

Mr. Suencey. Mr. Weichel. 

Mr. Wricnen. Tavant to ask about three questions before going back 
to what this hearing is all about with reference to these two ships. 
First of all, with reference to this correlative action, did the Board 
suspend the operations on the building of the ship or did it go merrily 
along, instead of doing what the President said ? . 
Admiral Cocnrane. The construction of ships proceeded forthwith. 

Mr. Wetcnuen. Proceeded on and spent the money just the same even 
with all this hullabaloo 

Admiral Cocuranr. Yes. sir. 

Mr. Weicue. So vou did not pay much attention to what the Presi- 
dent said in that respect nor W ith reference to change n contract. with 


/ 
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Admiral Cocuranr. That was all agreed. Export came in as a 
result, I believe, of a request by the Maritime Commission in a canvass 
of those who could build ships at that time. 

Mr. WerIcHEL. They came in and dictated it, and they must have 
because they agreed on it. After they agreed on 1t, they set that 
price. After you had that price agreed, then your Board came along 
and raised it SO they could Sel the second price, because you said after 
they made a redetermination, if they did not like it they did not have 
to take it. 

Admiral CocHRANE. That is correct. 

Mr. Weicuen. So there has been two bites « t. Is this a third 
bite before this committee as to how much they are roing to pay ¢ 

Admiral Cocurane. That question specifically is not for the com- 
mittee. 

Mr. Wetcue.. What is before the committee, t! 

\dmiral Cocnrane. A method—— 

Mr. Wetcue.. You just said here there were three alternatives as 
to what to do, sell it at public sale, and before you went into this 
you knew if was a specially built ship for that so nobody el 2 would 
buy it except them ? 

Admiral Cocurane. I think that is correct. 

Mr. Wetcuer. The second thing is for the Government to keep the 
ship itself, is it not? 

Admiral Cocnrane. That is correct. 

Mr. Wetcue.. What is the third one? 

Admiral CocuRrane. Well, the third one is operation with (sovern- 
ment ow ership, unde I charter. 

Mr. Weicner. All these possibilities were known or should have 
ber ley wh by tl » Bo rd before you changed hat contra t you had, 
and thev knew that when they entered into the first contract because 
it wa specially cor tru ted ship ? 

\dmiral Cocuranr. That is correct. 
Mr. Wrercnen. Who had this great master plan for all this thing 


‘\ 


i) ral COCHRANE. I did not vet that. 
Mr. Wetcnen. I said, who had this big master plan for these negoti- 
ti p to now, that the Government has the ship and you have to 
ell it for \ ever you can get for it? I mean, am I to infer, the 
committee verybody was stupid from the beginning right 
down to now, or was this all thought out? 
Admiral Cochrane. I am quite sure ft] It we now have 
certainly was not thought out or anticipated by myself. 


Admiral Cocuran Nor bv the cor pany either. J am sure they 


would not have agreed to this arrangement if they had any idea that 
a price was going to ev lve which would be impos ible for them to 

cept. Iam sure that I was utterly surprised when I saw the final 
; , 3 i 

Nir. Wi ICHEL. SO th it you broug t it aown to this place, down to 
th p tion that e Ame at Export are now in the pos tion of 
egot { iv Ul pa the first instance ? 

Ach 1 ¢ N ot ¢ { freely 

Mr Wer ; . "S 7? 

Imiral Cocura Phat is correet 
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Mr. Wricnen. They do not have to tal 
Could anything be freer than that ? 

Admiral COCHRANE. Yes: thers Is a pretty heavy penalty O 
for refusal to accept 4 

Mr. Weicuer. For refusal to accept ? 

\dmiral Cocurane. Yes, sir. 

Mr. Wert HEL. | thoucht I heard one of the korty Counsel here 
read omet! no before that they did not ive toa ept a redetern ed 
price if t ey did not want to? , 

dmiral Cocurane. That is correct 


\ 
Mr. Weicnent. Where is the burden on that ? 
\ vith t 


e 1t alter you set the price. 


dmiral Cocurane. In parallel \ that or l tle of 
their operating subsidy contract 

Mr. Wetcuenr. You do not have a right to penalize the on a 
different kind of contract because they do not take what you have now 2? 

Admiral Cocorane. Personally, I agree with you. 

Mr. Wetcuen. What I am getting at is. has there been some nev 
act? I did not know there was something on the other side of the 
(sovern! t where vou were going to pel ilize t I O! t they 
have made on another basis because thi do t accept what they 


have now; is that the present plan ¢ 

Admiral Cocurane. I just do not 

Mr. Weicuen. Is that constitutional? Has the rt said tl 
all right ? 

Admiral Cocurane. I am not a constitutional lawyer, but my ow? 
judgment says it 1S not. 

Mr. Weicuen. Does the Board have the inherent powers that th 
Presidk nt seems to have / 

Admiral Cocurane. It does not. 

Mr. Weicnen. So the present Board brought it to 1 tatus, where 


the American Export Line can start right from the beginning « 


their negotiation by you telling them what you base your subsidy « 
and they telling yo it they think you ought to se iton. Is that 
the Lie 4 

Ad il ¢ HRANE. Export, I believe pted to get ( 


further mntorn atiol . Sol furt] er dat 


Mr. Weitcne.t. Here is what I am getting at: 7 


reading there and said we did this to arrive at s i. thing, and 
. 2 ] se ] | | 
Ameri 1) Export Sald you should dado ti Ss. DUD We io not be ve they 
are right, Phat is what | vet out of What he said: m I right ¢ 
Adm rat (OCHRANI | TNink 1 it 1S perhaps a ttie ovel Mipilti- 
A i 4 


cation, but not too far from it. 

Mr. Weicuer. So what the problem is is that you and American 
Export have not been able to negotiate a conti uct. having once had 
one and giving that up, you have not been able to vrotiate one now 
by agreement ¢ 

‘Admiral Cocnrane. One of the difficulties 

Mr. Weicner. You do not see eye to eye / 

Admiral CocuHrane. By this redetermination we have brought t 
bear some of the provisions in the act which I will have to admit I 
did not anticipate, which I do not believe they did 

Mr. Wetcue,. When you let them out of the contract and said 
they did not have to accept it, you proceeded then to get whatever 


you thought was the nigoht thing to de a board ¢ 
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Admiral Cocurane. Yes. 

Mr. Weicuev. The information you had in the first place—why wa 
that not any good? This staff that you have, the engineers and 
these people down there, that they have had for years and that a 
have now, are those people inefficient or stupid that they cannot get 
any figures ¢ 

\dmiral Cocurane. No, sir. 

Mr. WeicHe.. What has been done to vet them, now / Have peo} ] 
gone over there 4 

Admiral Cocimane, Yes, siz 

Mr. Wreicuen. We have people over there? When did they go ove 

Admiral COCHRANE. They had one part ot the stafl over t} ere for 
some time in 1950 from the old Commission. Of course, since I have 
been here we have not sent additional people over because we have a 
staff that is there 

Mr. Wercuer. You | 
miral there ? 

Admiral CocuHrane. Yes, sir 

Mr. Weitcuexu. That is the staff ? It seems to me that with all the 
money the Maritime Commission has had, the Board and everything 
else, I mean, they do not even count it, they just mush around with it. 
I cannot understand this e onomy with just having one man over there 
trying to find out the information to find out how much money you 
should give away in the construction of a ship, either past, present, « 
future. 

I do not. understand how thev become economvyv-mind 


ave a stafl there ? You mean, this one ad- 


ed on that. 
That would be a Wo derful way to spend money l 1d eve : hi: ive ll look 
leg timate and that kind of thin 


ment staff. 
Mr. Weritcuer. You mean that State Department running the 
Maritime Commission now ? 
} 
i 


\dmiral Cocnraner. They are furnishing us the foreign data. 

Mr. Weienen. But in view of all the money that the Maritime Com 
mission spent during the war, $21 billion, to build and operate s] p 
and What ha D ! pent ince May Le. 945. 16 v ould SCE] that you 
would have HO or OOO over there. it Wo ld pe very ¢ ean in view of 
what has happened to find out something. 


Admiral Cocnrane. Fortunately- 

Mr. WrEICHELL. But you have only one? 

Admiral Cocurans. Fortunately. as to the ships during the war. 
this question did not come up. They were built for war purposes, 
straight construction, financed DY the Government and dealt with 


Mr. WEICHEL Have there not been any subsidized ships at all 


a. 1945 since these three 


‘ I 7 . ! ’ 1 > . 
Str Wren HEL. It seemed that they could have had 5,000 or 6,000 


over there checking over yi a . watching everything, putting u 


every rivet, and it would still ' een cheap. You mean that you 
cannot get the ete at all evel eh you send people ovel 


there, that we cannot find out how much they pay a riveter, how much 
they pay a carpenter, and how much they pay for material, that it is 


lm possil ie to get the information ¢ 














Admiral Cocurane. We could find out their straight labor cost. 

Mr. Weitcuen. You could ask a man walking out through a gate how 
nuch he gets, You could gvet an interpreter. 

Admiral CocHraNne. Then you have : ll the problems that come in— 
ncentive pay, overtime, holiday pay. 

Mr. Wricnen. You could still find out how money they get 
an you not, no matter what you « il] i ; 

Admiral Cocnraner. Not only how much he get t how much work 
e does 

Mir. Weicnen. You could ask the man coming « c OK go 
»y his house and see how ih he wets on each ind { ) 
( Osi f steel that vo to tlre 1) \ ere her 
o effort made t o that? 

Admiral Cocu E. Effort en} 

Mir. Wercnen. How 1 { * pee 

ISK f questi 4 

Admiral Cocuraner. No thousand 

Mr. Wetcuenr. What that ? 

Admiral Cociraner. Nothousands of peopl 

Mr. We IEL. Phe could have The othe Ss. V t e pel 
centage of profit over there? You cannot find that out either? 

Admiral Cocuranr. We cannot ey find that out at hom« 

Mr. Wreicue.. After listening to what happens around here, I can 


] . . — 
see wnoere Vou Coul 
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Mr. Wercurt. That was a very worthy thing. I still cannot under 
stand why you could not have made the review that has just turned 
out to be a fiasco of some kind I cannot understand why vou did not 


make the review and trv to cancel the contract afterward. You had 





Son ebody to take the contract, You could have li ade t] e Te\ Vy and 
then vou com up with thi thing and ay, "Im he is not Fong to 
take th s 7? TI af Wo ld bye ust a sort of fireside thi ng : 
Admiral Cocnrane. he company till obligated to take those : 
hips if the price could be set 
Mr. Wiicuen. Of course. The fact 
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Mr. Arten. Now with reference to the problem of conversion, if 
the ship were laid up in its present condition, how long would you 
expect it to take to convert it to transport use ¢ 

Admiral Low. The estimates on that vary from 12 months dow: 
to 6 months. I would think probably you could do the job unde 
pressure for a full conversion toa trooper in 6 months. 

Mr. Auten. Would the period of 2 months for the training of the 
crew be in addition to the 6 or 12 months yo riod, o1 would the two 
periods run concurrently 4 

Admiral Low. I wouldn’t say they would run concurrently. I 


think they would ove rlap a little bit. In other words, by the time yo 
Fol rensonably finished with her conversion Vou would have the crew 
in the ship and dou ra certain amount of training you could do be 
fore vou put to sea. and that would correspondingly reduce the total 
tink 

1) other Word they would not be con I nt : { ] thi \ would 


overlap a little bit. 
Mr ALLEN. Li It a pro} request on. ow ni} 1 wonld the ipacity 


for pa vers be increased by conversion as against the « ipacity 1 


Adn iral Low. Al out six times, Sir. 
Mr. Auten. We have in this committee placed a considerable re 
liance upon the fact that t] » Merchant Mar e Act pro\ des that ships 


which are built under subsidy must be in accordance with plans first 
approved by the Navy as to tl military features. I am wondering, 
in view of the time for conversion, whether we are putting too much 
reliance on the ready availability of ships because of | factor. Ih 
vour opinion p that takes as much as 7 to 13 months to be avail 
ble as a troop insport one which | b ed primarily, or at 
| { equally ! i national defense nstt ‘ for ord ry con 

mercial use ¢ 
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which to determine what the val N Ott e shi} ( erat ey cond 
Lion as against the laid up col ditio 


Admiral Low. Well, if you are speaking, sir, of the ships as they 


are now, that 1s unconverted, of co : turally the more \ 
able as operating ship 
Mr. ALLEN. But is there a P 
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AND 
Admiral WiereLtock. The Navy certified it was an advantage as a 
national-defense feature to have those spaces equipped for quick con- “ 


version to troop Carry ing, which involved special drainage and venti 
lation and reservation from cargo capacity, because the Maritime Com 


mission said it was unnecessary for the normal commercial service tl 
Mr. Wetcnen. In other words, the commercial service did not nee ( 

that amount fo: Inunigrant trade from over there / 0! 
Admiral Wuernvock. That wasthe statement that was made m 
Mr. Wetcnen. The Martime Commission certitied Did they certify 

that in writing / . 
Admiral WHEELOCK. They simply made the statement at thi 

feature: that is, the difference 11 capac between 116 and _— 
Mr. Weicuen. In other words. it was careo space ? \ 


Vir. Weicnen. It ul pace \ { ( y 
cert ec that thre chitie } | hers at i 
needed for trad t] 
Adi il \W | ] tis [ 
Nir. Wi 5. SB Nan ( Pha l we nrave it 
fo if reel Le TENSE \\ } eal! atic dere e ) no Btw) 
rooms there ¢ 
\dmiral Wiernock. W | { implv 2 i that 1 } es wer 
| } 


much »readilv available for e ye} , ty Y) <} han } 
] l lol I il al ic 5 COHVeCESILO ) LOO} pace | Lineal 


] , > . . 1 . | } 
they just been left as cargo holds. t] 
\ ] 
Mr. Weicne.. [low do you mean they ar more lable? 
] 17 i’ } ' “) , 
Admiral Witreno Well, they had the ventilation and drainage n 
and some compartmentati x 
17 1% ae ' } 4 1 
r. WEICHEL. I! have that on the boat anvwa do thev not? 
Lc ral Wi EE! HK Phe would not LV¢ id it i { } f | if 


p vimecss Tut tt weald not tees te 7 
Mer Wy HEI ay no} very Dass p ¥ vo 
U . how tneyv Co { uy} nd eve hing 
else, and you art { l to certify that is a1 l_-defe) { re Q 
{ eded for the tr Ist if r") / 
\dmiral Wike.o KK i { ! ( vy broad « POO?) il statement 
Mr. Write EL. This nrett hroad ea , whe} 1" ive 300 n 
rooms tor natio1 al adi fense. If t} it is the poli vo we would like te 
know it. 
Admiral Wireenock. Well. w not feel on t \ 1 " 
up to 1 to tell the Maritime ( Wy)? s10n Ww t wa reaiuired bv the ‘ 
trade route and service. 
Mr. Were HEL. Th t 1 ! oht Ly Othe re t lo { 
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Mr. Wercnex. In other words, you go along with anything they say 
with reference to the national d ‘fel ~e if it does not hurt national 
defense. Is that about it? 

Admiral Wueexiock. That is not correct, sir: the point being that 
the items which are of question ible value are us ly ironed out and 
cast aside and not referred to the Navy jong be fore the formalization 
of the docum«s nts. We make a vood many requests over then 1! such 
matters as cast-steel valves so as to insure—— 

bee Wei HEL. Oh, yes: there is no question about that. Nol 

ising a question about those 

ye lmiral WHeeLock (continuing). Against damage 

Mr. Weitcuen. All the troop carriers do not al! have 300 rooms, indi 
vidual spaces, like that, all the troop carriers you have ? 

Admiral Wuerenock. Oh, no: that is not true, sir. The partitions 
hat go in) there woul | —_ ly have to come out. 


Mr. Weicuen. Well, when you say this is a national-defense item 


if f 
ind 300 more spaces for MMmMigrants, I was wonder ne if you have 
the same kind of accommodations on all thes troo}] Mmps vou are 
talking about having specially built ? , 
Admiral Wueentock. No, sir 
Mr. Weicne.. Pardon ? 
Admiral W HEELOE K. No, sir. 
Mr. Weicre.. I had that correctly ther 
With reference to speed of commercial si 3, what the speed of 


the Ame rie a:do vou know ? 
Admiral Wueenock. The speed of the America has not been deter 
mined yet, I believe. The published speed that I have hear 
knots plus. 
Mr. WeIc1 HEL. I mean the A an, 1, 
Admiral] ~ peach Oh, the A? y, | About 25 J 
think, Mr. Weichel. ‘5 1m not sure 
Mr. Wetcurn. Was that certi ified : national defens er 22 | ? 
Admiu “al W HEELOCK. My aeinaiies is that th 
tions rand beta sri oie, Moar samy-ver ratall. | if isi ii not 
been de veloped at that time. 
Wericuer. Well, on commercial ships they ve been ste] o 


ip the speed for 10 or 15 years more than 22 knots; have 1 t, on 


passenger sh S 6 
Admiral Wueenock. Well. the American Pres t L e 
about 2214, I think. 
Mr. Weicnen.. Well, the British ships that have been built for the 


ist 15 years are more than 2214 knots, the passenger ships; are they 
not ¢ 

Admiral W HEELOCK. Well, somebody from the Maritime, I think, 
hould Wel question 


Mr. Wer HEL. Y am just asking o1 our general knowledge, 
Admiral. 

Admiral WireLock. Well, on my general knowledge, they lay out 
the trade route in which the ship is to serve, and they chedule the 
runs for a certain number of days between ports, a d they find out what 
the speed requirement is for that run; that is, the elapsed miles divided 
by the el aps ed time. 
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Admiral Catnaguan. They are all being taken over, Mr. Weichel, 
mn reoular troop ships that have been converted either since the war 
or were converted during World War II for that particular purpose. 
We only have two ships that are under general agency operation, 
namely, the Za Guardia and the Washington, which are being used in 
an unconverted status for transporting dependents and military per- 
sonnel, of course up to the limit of their capabilities. 

Mr. Weicue.. Weil, with reference to the transportation of depend 
ents, just the same as with reference to troops, only you do not crowd 
then: as much? 

Admiral Cautacuan. You have to put all the de pendents in cabin 
accommodations as Opposed to the troo] who are accommodated tn 
troop compartments 

Mr. Weicuen. Well, with reference to the use of these two ships, 
you would not have ar Vv kind of use for them whatsoever even though 
they are built ? 

Admiral CaLLacuan. I think T answered a question of the chairman 
Just before you came in, Mr. Weichel, where I said for a period, say, of 

shun if they were made 


5 or 6 months we would profitably utilize the 
he Navy for transportation of dependents to the European 


ivailable tot 
theater. 
Mr. W1 
for your trans] 
Admiral Catnacuan. No, sir. 
Mr. Wert HEL. That is what L want. 1 hi rd vou sav that before. 
I meni it] 
st for the short interim, are they / 
Admiral CALLAGHAN. Yes, sir; unless the emergency increased in In- 


tensitv, Nn which ense we use them for the transportation ot troops, 


ICHEL. Outside of that t eV are not usable eenerally then 


portatiol ts ps nthe national dete =e f 


with fere ce TO th s national detense business thev are cood 


putting in bunks, on an interim basis until the ships could be put 


n for a full conversion to increase their troop carrying capacity to 
around the 6,000 that we expect to get in them. 

Mr. Weicnent. Are vou generally building up a troop transport 
service outside of the passe neer sh ps Ol { e neport , e 


for an emergency, th S kind of hips? 
Admiral ¢ ALLAGHAN. No, s r. we ire not | | ‘ } hips as troop 
transports. As you probably recall, wl the Kor emergency 


1 , 
tarted the cde ‘SION WAS madetftort 


l I ~ i l 
structed for American President Line in P del) n Camden 
} 


rather. al | I "\ ire he ne col verted i ror ) } a we | id\ 
have one of then ! operation. 

Mr. WricHel \\ th refei ee To Y senger ! } or hy It. of 
course, somebody talked about a progral of 10 of them for national 
dete 2e, Ic that Wi tf vou are relying on. the | te a of shins by 


} 


the Maritime Commission such as these to furnish transportation of 
troops In war 

Admiral CatnacHan. Yes, sir, because at the time the decision was 
made there Was a ¢ purpose in mind. Korea \ not then 1 
prospect, and it was felt that the Department of Defense should not 
build ships as troop ships, but build-them as passenet r ships so that 
we could have their potentialities available mn time yf VW r. 

Mr. WreIcHeE! \t the present t me ther »IsSH d fference of opinion 
of $5 million aship. Would it be cheaper for the Government to take 














them over as long as they do not want them for t >) mM on! J ey 
have upped the price Si million. At least that 1s w t the testn Tht 
has been, after they reviewed the cost of the shi Do \ | K I 

cost of the build ng of that ship now \ ld ( e more t nh wD 


nullion @ If the ship were built now, tho Lwe } H 
been the increased cost in shipbu lding 
Admiral CaLLacHan. I am not a competent nt regard, 
Mr. Weichel. Admiral Wheelock may have si 
Admiral Wueevock. I have not any spe fo. { 
can be found. That would be nillion— 
Mr. Weicuen. I am talking about pbuildi the ] ted S 
Since that ] 1 t 


Admun | Waezzo: K. | ve been out of that ] 


| reased about (io Percehnt— 


} 


a year anda ud. SIT. 
Mr. Wretcue.. There has been testimony here t] 
Mariner ship it S6 million and now it is I don't k 
Mr. Suetiry. May the Chair inject itself here? I 
W tnesses are qualified to answe1 on cly\ ins 1) ld { fi 
naval operation and naval nstt ) ind | t { 
wo are ainel { I t} nk t se quest ho ! \ tO 
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tional defense. In some Cases we will demand certain things be ause 
we consider that necessary for a ship of that sort. 

Mr. Weicuet. Yes: but the fact of it is that you are not demanding 
anything, you are certifying over what they say is necessary for 
trade. That is the way it works. 

Admiral WaHeeLvock. That is not what I said, Mr. Weichel, at all. 

Admiral Low. No, sll 


Admiral Wueexock. In these trade requirements from time to time 


as the design PoeS along we ask for this, that. and the other thing. 
The cases are nol all ide ‘nil ical, In some cases we have asked for more 
speed than they have built in. 

Mr. WreitcHe.. How many cases have you had of this?) I understand 
the se are the first ones, 

Admiral Wuerevock. There have been I believe 

Mr. Weicnen. The America did not have ar V. 

\dmiral WuerLock. I believe the Mariners 

Mr. Wercuen. The what ? 

Admiral WHeeLtock. We have discussed many ship designs that 
finally did not work out into contracts. 

Mr. Weicnen. All we are talking about is with reference to these 
two, with reference to the money — That is what this is, as to 
how it is done. There has been criticism of some things being in 
there payable to national defense ad of charging to something 
else Dpecallse they wre national defense, and | eee wondering how it 1s 
done. 

All rioht. ‘J here is a difference of SD In 1] on mm makin y the deal as 
to whether they are foing totake them. Is it worth $5 million a piece 
to the Navy to take as far as use? If op Mai ritime Commission can 


hot sel] them, th \ do not make any ( leal : cl e Navy could use them 
fo) Chis transport, Sit worth that ? 
Admiral Wueretock. I think the point « it is. Mr. Weichel. we 


do not have to. 
Mr. Weicuen. Well, we do not have to. 
Admiral Wuerevock. We can get them just the sar f we Just 


leave them alone and forget about them. ‘They will be there for us 
Maritime is not voing to sink them 
Mr. Wetcurn. Well, they do not have anv customer for them and 


they are up here asking what to do. 

Admiral Wueetock. Well, we can just sit tight. 

Mr. Sueiiey. As a matter of fact, in use or out of use, under pri 
vate operation or inl: ayv-up, any time an emergenc 5 arises the N st Vavy can 
take them by just serving notice they need them. Is that not right? 

Admiral Low. That is right. 

Mi. Wetcnen. You could take them now if the Maritime gave them 
to vou. could vou not! 

\dmiral Low. Yes, sir. 

Mr. Wetcnen. That is all. 

Mr. Suecitey. Admiral Wheelock. let’s 


ret Dack to the preparatiol 
i 


‘ 


nig *csonggliony the general * et work that woes of in the planning of 
Q ship and in the cy yg of national defense features. 

WW! ho dor - the work for the N avy or who assions who to do the 
work for Navy, an - W ith whom do they meet / 

Admiral Wier. The technic: ul work on the Navy side is under 


the direction of the pytiownty, hief « f Burea f r Ships. ind there is 
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a recular section in the Design Division 
pecifications and seeks assistance in other technical offices of 
Bureau on specific things, and rounds up the technical rep 
pass back through the Assistant Chief of Bureau for Ships. 


Mr. Suritiey. Now does the Navy have a group of the staff of the 
Burean of Sh Pp under the direct super sion of the Assistant C1 ef 
| the B reau for Ships who does cont nuous rk o1 | ~ bic t ] 


yO! 
ratie with or in liaison with the Federal Maritime Board 
\C Ith iW ELOCK, No, sir. i hye Bureau = pnOoT Oo} } | } f i\ 


Lhe e man—I would have to check th ron tic 
prin pal d tv il to see that the varte } rt f 

> ~~ " : ° 

i> i ive ore oht to bear o1 the technical subjects ) tig h 


ry a p to serve Maritime o1 1 grou] e! 1) ! 
o } \ | all the wo for all kinds of , 
e grou} So it is quite a job of shepherding a , 
pene fication to get i really idequate che Ik. 
Mr. Sure.iey. This thought of building defense feature to the 
mere | vessels developed alone about 1948, part laa 1" 
gard to the need for large r vesst ] that so/ 17 . 


passenver \ 
Admiral WHEELOCK. Actually the genes of it is before that. It is 
the time of the Cimmaren class tank 

helieve it was. visualized the need for 16-knot tankers. At that time 
in order to a ljudicate the national defense feat rit 
speed, ] beliey . two designs were made and two 1 Were Dt i 
ind the difference represented the national deter fea 


weed Phat was 1938, was 1t not? 

Adn ral Low Just before the wal 

Admiral Wieenock. 1937 or 1938. The seed do t that 
me To! e tech ul aeparture from the iera 7) y { 
It was an essential way of accomplishing funda { yf 
national ae e feature nto ships 

\ ( cel 1 desie} ric \ . . t 4 ‘. 

we other thing, beca 

, in piece of paper to mak 

Md n they are va to 
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t re W i oice to be made as to which p i\the G 
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| WHEELOCK. 
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ples, and that 
Because if the ship that you speak of is of the 
in time of emergency, we probably would want 
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Wartime | epeated., 

Mr. Suetiey. Then what you would determine to be logical na 
tional defense features in one sh Pp. you m™ olt not so determine Nn 
another ship if you take it case by case It that so/ 

Admiral WHueet cK, Yes Sil | l i I t « mngs 
that pret Mi [ repetith ihose t ire fundamental to 
the basic cae oO oO r ) ¢ ive to be ‘ ' { Oo as - Se] 
rately lh each design. 

Mr. SHELLEY. li t troop capa ty is dete acd L upon what 
this ship has insofar as passenger acconin tio ind the cubie 
root OT area that valilabl tC What point, then, ao they arrive aut 
the determinaticn of creased evapol ition Tacriltye und creased 


} ‘ | " 
KlOWaAtt Tacilities And \ Ly § 


Admiral W Those are not hard and f: 
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1] 
PUltons 


ent 


of 


inber of 


it of 


unit. 


per man per day. Any designer can come within a Tew per 
ie troop iit of the s p, althoug we | 1 «ie e une ni 
erths that actually go ere, and t ermine t Wno0U 
Vaporator capacity 
Actuallv these ev iporato ire ) go 
per day. ‘They go 45,000, 90,000, and 120,000 gailons per day pel 
in the se of these two ships. I think we asked for 180,000 gallons. 
Mr. Suevitey. And got 240,000 4 
Admiral Wruerntock. And the builder did not have any 90,000’s, so he 
In two 120,000’s, and apparently the Commission paid him or in- 
ied tiie ( r illo i! e oO \ | (| | { { { id 
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Admiral WiuerreLtock. Well—— 
Mr. Weicue.. I do not know. 
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it the same time? 
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ole engine room, and one shaft. 
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Admiral Wurevock. Well, at any operat ion. 

Mr. Wet HEL. Well. | know W ith referen ‘e To the use of high sper a 
and with reference to the Navy as to warships or any other auxiliary 
ship that you need, you do not pay too much attention to economy if 
you want speed, do you ¢ 

Admiral Wueeiock. Oh, yes, sir, we do. 

Mr. Wertcuen. | mean you try to get all the speed you can get, 
That is what I am talking about. 

Admiral WHEELOCK. We are verv Conscious of econ omy. 

Mr. Weicuer. What? 

Admiral Wueretock. We are very conscious of economy. 

Mr. Weitcur,. Well, take like these two ships. Did the American 
Export ask for two engine rooms on your economy ¢ 

Admiral Wueerocrk, Oh, that is a feature which improves the re 
sistance of the ship to underwater damage. The two engine rooms are 
seprated by a considerable space. If they take a torpedo in one engine 
room, the chance is excellent that the other one can keep the ship going, 
she is not immobilized. If she had one engine room and took a torpedo 
in fhe engine room or the boiler room, she would be immobilized. 

Mr. Weicue.. The Navy suggested two engine rooms in these two 
ships? 

Admiral Wueetrock. I believe that is the case. 

Mr. Weicue,. And the Navy suggested the speed. Is that the 
maximum speed that these two ships will take with reference to power ? 

Admiral Waeevock. I think from a practical standpoint it is. 
They were designed, as I recall it, for 25 knots and actually on trial 
they made 26. But that was clean bottom, fair weather. I do not 
believe they were fully loaded, either. 

Mr. Weicue.. In other words, with reference to the power of the 
ship, in the liaison work back and forth, the Navy does ask to be put in 
because they are paying for it the maximum power the ship will stand 
to get the greatest speed out of it. Isthat what you do? 

Admiral Wueriock. Well, I think the answer to that can be “Yes.” 
It is not a question of maximum power the ship will stand, it is a 
question of an economical distribution of the hull form to utilize the 
power that is put in. You could put more power in the ship, but 
it would be uneconomical. 

Mr. Weicuen. I mean, then, to get speed. I am talking about get 
ting more speed. In other words, all the speed you can get out of this 
ship is the maximum of power you could put in it to get the maximum 
of speed out of it. That is all the speed you could get out of these 
ships no matter what you put in in power ¢ 

Admiral WueeLock. You could get a little more speed—— 

Mr. WeicueLt, Not much ¢ 

Admiral Wueerock. Not a great deal, and increased power require 
ments would be great. 

Mr. Wercuev. They design the ship generally; is that right / 

Admiral Wueerock. They design the ship for speed 

Mr. Wetcue.. I am talking about the American Export. In othe 
words, they selected the design of the ship that they wanted and the 
power that they need for their business. Then the Navy comes along 
and says, “Well, now, in that size ship, in that design ship, we think 
you should put in two engine rooms. That will be national defense 














And the speed should be up to 25 knots. That is national defer 


Do yous v that isthe way it is done on t at part o1 
*dmiral WHeevock. Yes. Phat would mea i thie ( l 
elr lines for 9914 knots. they would probably ive To Pcie n the 


s for our requirements In order to get an economical|—— 
i 


Mr. Wercuen. Of course, th hole thing to get Gove { 


ioney in the ship. In other words, the first thing, Govern 
5 paying part of the ost outside of the part ‘ f, 


nd I was just wondering which comes first, 
Phat is what I was trving to find out here. I ive not f «| vet 
Admiral Wuertock. The horse first. We want p that \] 
meet our needs. 
Mr. Wetcuev. Then if you want a ship tha 


lo you tell the man who wants to buy a ship from the Gover eC] 


ro on a trade route ? Do you tel] him What you want o1 does he try 
to do what you want, or do you tell him to bu ld up toa certain t 
Phat 1S what I al try “to find out al d have not found out yet. 
Admiral Wirrenvockx. I do not think I have made it too clear. be 
ause all ship desion is a set of compromises, and we ao not force 
him beyond t! 
on his manpower to operate the s! 
that is reasonable for him and is as near to what we need as we t] ink 
ve should push him. 
Mr. WEICHEL. On the other hand, the pers har rtinv » | 


e point where it is going to make ar inordinate drain 


fhe more ( Lave t called national defe e, 1 ( 1 =t 10 
im. For instance, the mor speed that he ca ret out of 1 ship 
ind the more that vou say is national defense. that is the | cost. te 
min tl subsidized construction. 
Admiral Wierevock. On the other hand, Mr. \W el. I k a 
“ul | ior] 1 +} ‘ f 
ireful study might reveal that these national defense 
actually a penalty on the operator to 0 lude the natio defense 


features. 


Now, in this part cular case, with the two engine OO . l 
penalty on him to have to operate with two engine roon \\ 
that is reflected n the opel iting subsidy, I do. t kn ~ but | lk 
t should be. It is not inv advantage to thr p opel 

hese national defense features. 

Mr. Weicire.. Well, they are not obliged to have the ( 
body build a ship without putt ne then 4 

Admiral Wueevock. If they build without Govern t subsidy 


they can. 

Mr. Wercuen. The commercial subsidy is one t ge, J ther 

part is an amount for nationa 
Admiral Wiervock. They cannot build with commercial differet 


tial subsidy without the approval of the Secretary of the Navy. The 


Secretary of the Navy is not only concerned with national-defense 
features, the Secretary of the Navy has to certify that thy D. even 
f it has no nation al-defense features, 1s I Lil V ie i I ise a> 


a 
f 


} 
nay i! or military auxXlilary. 


i 


Mr. WeicHev. Well, when the war came on i 11 they took every 
hHmMo that was afloat. The \ had not certified [ t t time, i 


they You mean that Is u Ca veneral certifieat i that r » 1S 
sable as ani uxillary. regardless of the fact that a yi vr 1} it nal 


? t / 
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Admiral Wueevock. That s in the 1936 act, all the sl p> built 


under that act. M 
Mr. Weitcuent. With reference to national defense features, whic! 
are paid for by the Government over and above the subsidies that ar 
paid for the construction of the ship, has that been ippl ed to any 
thing outside of these fo r ol five ships th tC you are building ? Ha 
t bes ipplied to other ships, too, the carg lt f pa 
enger and lf cargo? H t bee ipp! LO a y « excep 
the so-called Jind if ind ¢ P Ha bet yplic 
te thing else / 
Lad ral Wueevock. It pple { thi | >] l te 
the A that t ertifieat \ I evi 
ther ro no if ] nse feat ! 


ture O Tal ( 1D} Die t 

Admiral Wuerniock. I believe t () ind the ¢ 

il Cl 

Nii Wi I Y: e tan] () rose | t SS 
hye i | bh] f } | l 7 \ | t ‘ 
It al Li n that ( { 4 

Admiral Wu K. If It y ] 
enheidy 


diff f ’ 
Mr. Weicnen. I am tall i care 
Admiral WirErLod Phat eoft if 
Mr. Wetcne.. W]) ld carry 
Mr. Sueniey. It isa] | 
Lam | WHEE! I It do f 
P 
Mir. W EL. J t Ia rp = 
) 
\ \\ | N I was n¢ 
t] 9 7 
Vie. \W | . : 5 ee 
lt g 
at eed. 21 f 
dmiral Witter! ry 
Mir. Wi mn. W ( 0 a lot of } ; Jd 
it 7 ; , 
ere e to th ive { ( o vi 
| L } Je] I re desig dy 
{ e] LIp B there whole t oi {} ‘ f vi 
th, lenoth. as the Jnd ld pre = ka 
or 900 Dp on 1 one the sar lencth that only , 
pa ve} 
TL unc r the law 1 th ay ver shi] 
Do u do hing f tt ( ( { o LOl or 
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his property in peacetime. He can use t-iron valves and protect 
his property in) peacelll 1e, The Grovernmie! t's Concer] . Voen they 
take it over and use it in wartine. 

Mr. Wricuen.. He is concerned if they take it over, too, if they 
lose it. , 

Admiral Wirretock. No, the Government takes it away from him 

Mr. Wericiien. You do not think he has any interest in it. That is 
all right. 

Is it planned how that there are colne to be 40 more deals like this 
Independ and this Constitution ? 


‘al Witeevock. I think it should be possible to ike those 


_ ~ 
jor™ 


Mr. Weritctren. | mean 40 more ils iv tl ne il] messed 


up. That certainly would be somethi iv, l was wondel he how Tal 
the Navy is going, first of all, with ships. You say you do not need 


them, vou only need them in ease of all-out war, at d you do not want 
them now, and you would not use them for hospit il ships, and these 
people ive not buying them. And ther t has been test fied that there 
has been criticism with reference to the amounts that have been 
certified for this and that. T understand, then, that the Navy itself 
does not lay down a rule mn wh ch they Siu that this Ss national 
defense / 

Admiral Witertock. In effect, they do that. It is the only way they 
can get pa ad for it, the 1 ational defense features, when the secretary 


of the Navy certifies. 


Mr. Weicurn. I know that is the only way they can get paid for it, 
i 


bu La 1} tall hy ibout the \ iV It arise l th = } | linr case, Ivy 
dently there is criticism of things includ 1s tional defense, that 
} lot f ople (| not oO ide f107 i \ 1 i cow 
: Se UM e it has four leg but tl CLOr nake it ich 
Evidently that is the trouble ix e] greed generally 
what 1s nation det se and what is not 

Y did tell hen vou started off, and ) ed along and 
ort ¢ ( unged vour mind a little bit, tha he M ('om! on 
erties a tO what Oommen il na ( I ) {t they 
isk the Navv to certifv as national deft 

Admiral Wiuerentock. No, sir; thev do not 

Mr. Weicrien. Well, that hat (l \ ad it for a 
long t me halfway t! rough th S GISCUSSILO Now, why d l vou chal iy 
your mind ¢ 
~ Admiral Wiernock. I may have been n lerstood, Mr. Weiche 


] 


I think my words—— 

Mr. Weicuen. Tasked you a number of times 

Mr. Sueviey. Let the witness answer. 

Mr. Weicnen. I will finish. I will ask my own questions. 

If I misunderstood you, I am sorry, and if you misstated yourself, 
that is perfectly all right All I am trving to do is to get the facts, 
and if the Maritime Commis ion does do it that Wily, hat is perfectly 
what ctually 


all right. All Lam tryil go to do is to get the facts as to 
happens. . 

Admiral Wneretock. What actually happens is— 

Mr. Weicner. What did happen in these two cases ¢ 

Admiral Wuerrnock. In these two cases the Maritime Commission 
simply told the Secretary of the Navy by letter that these features are 














STEAMSHIPS NDEPENDENCI AND “CONSTITUTION 195 


In excess to the commercial trade-route requirements. The Secretary 
of the Navy wrote back and said, “We want these features 1» and J 
therefore certify them as national-def features.” 


The Navy was not asked by Maritime to certify them is the point 
1 am trying to make. 

Mr. Weicuen. I mean, it makes no differenc \ll I wanted to 
snow, did somebody in the Navy say these are / 

Admiral Wreenock. They did. 

Mr. Weicuet. In other words, the Maritime Commission—that is 
what you started to say in the first place—sends you a list of items and 
Says they are in excess of the trade routes ? ‘ 

Admiral Wurevock. That is correct. 

Mr. Weicnet. And then the Navy certified. Did you approve all 
of them in each case ? , 

Admiral Wueenock. In that case we approved ill of then 

Mr. Weicret. You approved all of them and yo Lid those are 
national defense ? 

Admiral Wuerretock. That is right. 

Mr. Wer HEL Now, if anybody rithe zed what the Navy ~ i 
national! defense, then that is an argument between the Nay \ nd 
ron the Maritime Comm ssion what 


somebody else; it is not anything 
they did ¢ 

Admiral Wurevock. That is correct. 

Mr. Weicueu. That is what I am trying to arrive at for one thing. 
In other words, in the Navv’s best judgment they said that is it. period. 
And there is no other hieher authoritv unde r the law as to ' t 


national defense, as I understand it. It that right? 
Admiral Wueretock. That is correct. 


I would like to add, Mr. Weichel, that much of the cont 
much of the argument has arisen from a litt] terpretati 
ls the 1936 act which have been interpreted by, I 


tain wore 
1 


the Comptre ( (renerals@ 


venerator. 
Mr. Wetcner. But the statute dor t say it t] 
Admiral Wutket ) 
Mr. Wercuen. It just says approval of the N 
Admiral Wireentock. That is right 
Mr. Wreicnren. In other words, cert ifien 
fied that 
Admi il WHEELOCK. That is1 oht. 
Mr. Weicuen. And that is all it does say. So vo n voulr 
head if you did it wrong? 
Admiral WirerentocKk. That right 
Mr. Weicuen. It does not say anybody else, that th — 


from what vou \ 3s Oo} f hationat eprense =“ 


ock. It do ot sav it it way 


Th} dire ec on that they W 1] have to are ic ( ped le } to 


vhether vou know or do not know 2 

Admiral Wirernock. That is correct. 

Mr. Wetcnex. I mean you make the certification ? 
Admiral Wueretock. That is correct. 

Mr. Wertcuen. That is all. 
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Mr. Sunetiry. I would like to ask any one of vou three gentlemen 


, 
It is my understanding from some contact with t] eeneral mai 
time pr ley LTi¢ ( t over yea ! { hat thers prett 
«7 y ly r\f } +] ] +1 > "s ] 
genera vecepted uught in the industry in the minds of Americans 
wene il ) ] if [ it. pri Wor War [| { I I 
Ws) ( to i } th country to o rity } laren ari Ne} 
passenger held, that t day \ d nd f he point of profit 
17 1 : _° l 
all oO) { 1. ] ! ps the best tyne of s } \ ! rem diun Zea 
I 
t nad , { de routes more of tyre { } tion pa 
l i! 0 ’ tne} the heht of « ? Yperrence } World W 17 
I] \ re \ very 1] ~Itany la pon pa er vess } ould 
] , } } } 2 
‘ I thidi \ mvert | roop } wort tor l 
larg OOP HIt oF ole units « laren { ! oul ment cle 
pencel Lip | On, Vi el ot ] le r{ ner! ay 1) ma I I 
fer part lariv tot (Jueens unc the Vi l re] ! ide to 
] 1 } 
That ( oT t! testimony vest i nat the 1) dent’s 
Ac \ 87 re ; aa ndaustr labo le f { } ? Hon j whic 
made a study of t hing, pointed eut that id t large 
Ve el 


Before I put my specific question I want to see if my understanding 


4 


general policy and change of policy is right or wrong. 
Admiral Catnacuan. I do not reeall, Mr. Chairman. whether that 
was the conclusion of that committee or not, concerning the utili 
zation or prospective utilization of a large passenger ship. But do 
you | ve a spec e questior now ¢ 


Mr. Sretiry. The specific question is: Is there any practical ad- 
vantage to the defense arm of the United States in hav ng this type 
we ] assengver vessel]. such As the J dep re. the ('n? ots taste yn 


the United Nta . or the vessels that were beine built for the A; erl- 
] . 


’ ‘ 
Ssingie troop tt oO} ] roe nite n the PVE t of emer! \ ifainst 
m] 1] ] Bh 
thell L\ oO } ber of smatter vessels of cargo type or co) nation 
1] ° ? A ’ 
type oO ! il pa engver tvp tor 1 e With f mrrinae yr lif of the 


\d ral J w. It nk the an wer, Mr. ( “rman. deff tely that 
ther ae | la vantagce } it. They are extre ely 1 ihle h Ds, 
} 1? ? » . 
er lara hips of wi ch there were too few 


Mr. Wricten. \\ it peed did the Queens ha ef 


} ' 
ane they proceece i ? iepel | 
At] ft) ti nad y ? } } } ed } 
Atiant me a inon nd by virtue of their sneed thev neve? had 
4 } . 1 
to be « corted they were always able to iIVoId subma } concentra- 
. 1 - ’ i? - } } T 
tions, and the proceecea all over the world. Chev were t} No | 
' 43 
target ind t y Vv I’ lever touched 
{ ' } ) x 
Mr. Wercnen. Is that the most the Qi hav 9 What is the 
} 1 
fa tf { t d il roTtn mew ov 
1 | , } ’ 17 a 
Acimiral Le I think the ictually 2 ! ) ihey 
1 . > 
\] Y EI¢ a i] ( Bi [ ' | ? ‘ r) 3! . ! - 
the @ ‘ tn ) mmout YS 
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Admiral Low. 
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They may have made 3 
the United States. 

Mr. Weicue.. And newer ones be 
peed than that, do they not ¢ 
Admiral Low. Not that L know 
What | Wis 


Or, 


\ \ { tie ype i pth 
i l tl I } W 
tT we | r¢ \ } 
eit ib Vie Wil ted to if 
Ach Low. 1 would say f 


I ! { mony alter the 
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Admiral Catitacuan. Yes, sir. I could give you some figures on 
the break-out costs of other types of ships that we had to remove from 
the reserve fleet to meet the Korean emergency. 

Mr. ALLEN. What was the largest ship you broke out ¢ 


Admiral CaLtnaGcHan. The P-2Y class, of which we broke out three, 


and they ran around $600,000 or $700,000 apiece. 

Mr. Atnen. Thank you very much. 

Mr. Weicurn. With reference to chi urte ‘ring, you say “the W rote 
ington.” Is that a construction-subsidy ship you are paying $11,00 
a day for Y 

Admiral Canntacuan. I don’t recall, sir, whether she was built with 
construction subsidy or not, but it is being operated for us by the 


National Shipping Authority under a general-agency form of 


operation. 

Mr. Wercuet. I just want to make some inquiry about that. 

During the last war all the ships that the Government paid the 
construction subsidies for were not taken for title; they were taken 
for charter and then turned over under general agency or rechartered 
back; and the privately owned ships that were in operation, the 
Government took them for title, and those that they had the special 
right to use they did not use, exce pt to enhance the owner’s treasury 
some more. 

Now, how many ships do you have under charter? And, if you 
have to charter them, why do you not use some of them that are in the 
laid-up fleet or something? Just tell me something about this and 
how many other ones you have like this. 

Admiral CaLtnaGHan. We just have two, sir, of that—— 

Mr. Weicuen. Two? 

Admiral Cattacuan. Two passenger ships in that category—the 
Washington and the La Guardia—which are Government-owned 
vessels. 

Mr. Weicner, They are Government-owned / 

Admiral Cattacuan. They are Government-owned vessels. 

Mr. Wreicuer. And does not the Army Transport know how to oper- 
ate themselves—that they have to have somebody else do it ? 

Admiral CaLnacHan. There are no more—— 

Mr. Wercuer. I thought we formed all this so you did not have 
to go out and take over private people to do it. I thought that the 
Government transport was going to take care of all this. Evidently 
this is just part of the same story as it was before — this shipping 
authority—like you had the War Shipping Authority before. You 
read and heard about what happened in that part of sae investigations. 
Are we going to do that same thing again ? 

Admiral CaLLacuan. Well, the ships are operated for our account 
by the National Shipping Authority under general-agency form of 
operation. 

Mr. Weicuen. That is the way it was done during World War II— 
the same kind of thing. 

Admiral CaLtLacHan. That is right; ves, sir. 

Mr. Weicnex. The same old story. 

Admiral Catnacuan. Well—— 

Mr. Weitcueu. Only not as big. 

Admiral Catzacnan. That is correct. It is a necessary organiza- 
tion to provide the shipping to meet not only our requirements but 











WAS nec i! n order to 1 Chie qi ents oF ECA and 
utterly the MSA program. 
Mr. Wetcuexv. You have nothing lo with ECA: do vou? 


to do. 
Admiral Cattacuan. No, sir. But National Shipping Authority 


was bro ioht Into being because the ere Ldeq 7 ube! of 

)] vately owned ships to 1 eet the requireme! oOo} Vario pro 
erams, and the only source of sh pping—— 

Mr. Weicuen. I understand how that was brought It was 
rought in by tacking onto an approp) ( | ew ever 
inv hearings about it, to set the thing up. It old story 
isitran du ne World War IL. 

You got tw » ships like that ¢ 

\dmiral CaLtnagnan. Two passenger ships under that fe of 


peralion. 
Mr. WeicueL. The Army Transport or the Navy Transport or the 
Sea ‘Transport—whatever you call it—vou cannot operate yourself? 

Admiral CaLLaGuan. We could; yes, sir. 

Mr. Wetcuet. Then, why do you not 2 

Admiral CALLAGHAN. Because it would be. we feel. no less econo 
eal to operate ourselves than it would be ul de! this pre sent form of 
operation, especially in view of the fact—— 

Mr. Weircue.. What is the use of having the transport you were 
talking about ¢ Why do we set all this up if it is just as well to do 
it the other way’ We went all through that during World War IL, 
and it was not supposed to be, and now you go right back to the same 
this 
Then we could do away with the whole business you are the head of. 

Admiral CALLAGHAN. No, Mr. Weichel. 

Mr. Weicuet. You could hire a clerk and a couple of other people 
to turn it over to somebody else to operate, just like—— 

Mr. Auten. I request the answer to the questio ead of one. 

Mr. W rICHE! He can answer both of then 

Mr. Suevtiry. He has not had a chance. 

Mr. Weicuen. I will give him a chance. 

Admiral Catnacnan. We put these two ships under that form of 
operation because at that time—and it still holds true—it was ex 
vy have to operate them for a period of about 5 or 
6 months to meet a large increase of dependent transportation to the 
European theater and also to Japan. We cont: mp! ited it would be 
less costly to use the crews that were then on board those ships for 
the pel iod of operation rather than to attempt to mal them o1 rs lves 

Mr. Weicre.. Who owns the ships ? 

Admiral CaLttacuan. They are Government-owned ships. 

Mr. Weitcue.. The Government owns the ships, and who had them ? 

Admiral CALLAGHAN. Who has them operatil oe 

Mr. W EICHEL. Who has them ? Lhe Governme t owned the Did 
you have them under your control ¢ 

Admiral CaLtLtacuan. No, sir: not until we took them over, one 
n November of last vear and one January of this year 

Mr. Weicuen. I mean the Government owned then Who had 
them / 

Adnural Catricnanr. Well. the Maritime Administration had them. 

Mer. Wricin Phe Maritime Administration had them 4 


1 


rand s iV it 1S Just as economical to farm out to somebody else. 


rT 


, 1] } 
pected ve Would ot 
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They 


one by—— 


Admiral CALLAG In their wel 
operated until they were turned over to us, 


Mr. Weicues. They were operated by whom ¢ 


LIAN. 


stodv. 


Admiral CALLAGHAN. One by the United States Line 


the American Export Lines. 
Mr. Wi ICHEL. And then you asked the Mar time fol 
Admiral] CALLAGHAN. Yes: we asked them ft 
under general-agency form of operation for the pe} 
pected lise. 
Mr. WrIcue.. 
the Koren 
till opera 


Kor 


Nov 


ber and the 7 tr? lia on this p 


Mr. Weicuen. Well, the war s be c g on tf 
part whet vou cla ed you had great ne ( tor transp 
cil { { \ \ Vi i take them ¢ harm 
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1} l e al \ l Ine ao | e that noy " 
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(merican President 
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ae 
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Mr. Wercnen. And this transport sery it 
then h mselve at all: they ire going to Tarm the! iit 
Admiral CaALLaGuan. We ? voing te perate t 
Mr. Weicri Whe Lr uu golng t unt } 

T oy ' if ¢ 
\c ral ¢ I | [f we find tha ‘ 
na { \ We pro] to sk the Nico \ 
fer custody to the Navy 
Mr. Weicnen. 7] bout 8 mo ( i] 
do it that to find out 4 
! CALLAGHAN. Well, it dep 
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appeal i for t se shi} 
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du Wi \\ I] War 
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Admiral CALLAGHAN. Several hundred miles 

Mr. Were HEL. low niahy dependents are you taking over there a 
month, over to Japan in the Far East area, that you have to have 
special ships / 

Admiral CaLLacuan. I could not give you the exact 
dependents, Mr. Weichel. 

Mr. Wercuret. What is it—10.000 a month ? 

Admiral Cannacuan. No, sir. I would say possibly not more thar 
about 3,000; and, of course, vou must 

Mr. Wetcien. 3,000 a month. 

Admiral Catnacunan. Remember 
coming back. 

Mir. Wetcuen. Yes. 
\diuiral CALLAGHAN. Because of the rotation policy 
Mr. Wricnen. Yes. You would not have enou if 
them all over. You have to bring some back. You mean about 3.00¢ 

month are rolng over to Japan? 


mber of 


1 
r? ? 


Admiral CaLLaGHan. That 1s purely an estimat 
Mr. Weicnen. That is close enough. 
Admiral Cannacnan. We do not normally keep our fieures. o1 


Lull I 
, W os : 
Statist , with dependents only. Wi keep them in cabin class. 
Mr. Weicnen. That is about 3,000 a month, and how many ships are 
required to take 3,000 a month over and back to Japan passenger 


ships? 


Admiral Catiacian. Well, if dependents filled out the cabin 


‘fe 
commodations in ships, then we would take about | Ships 

Mr. Weicirer. Ten passenger ships. Is it not sor t dangero 
to have noncombatants over around the fiehting z nd that clos 


by? ‘They are dependents, I mean. 

* Admiral CAaLLaAGHan, Evidently, it is not considered so by 
mander in chief of the Far East area: otherw <e, he \ kd nave reco. 
mended it be stopped. 

Mr. Weitcue.. Well now, 10 ships over there a month without any 


il { al 
breakdown- -you fot 10 passenger ships n that service. Now. s that 
what you call auxiliary trooper? That is not auxiliary trooper 

Admiral CALLaAGuan. Yes, sir: these are combination—— 


Mr. Weicue.. I thought they were set up with cabins. You do not 
send the dependents over like you send the troops over, do \ yb e4 

Adm ral Aas AGITIAN, No, sir: but enc! f these hip are fitted with 
cabin accommodations and troop accommodations, und the depende t: 
are carried only in the cabin accommodations of the ships. 

Mr. Wercie.. How many troops? I suppose it is a military secret, 
but how many troops are you carrying, 3,000 ) 
and forth / 

Admiral CALLaGcnaNn. Many more than that, sir. 

Mr. Wetcnet. Many more than that. If you did not have tl 


iiiQil l Vel ere aC 


i LIC 
dependents vou could carry more troops so we would not be short and 
you would not have to get the e other ships, wo ld y 
~ Admiral Cannacnan. That is correct: yes. sir. | 

Mr. Wercuen.. How many a mont) re you taking to Wester 


| ) { , ; 
Europ tbout 25,000 a month ¢ 
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Admiral Cai AGH AN. ‘| here agmalh, Sir, | cannot give you t| e exact 
figures for dependents, but I can tell you the number of cabin passen- 
vers that have been carried. 

Mr. Wetcuet. I mean you are the person experienced. You do not 
KhOW how nian dependents you are taking over the re 

Admiral CALLAGHAN. Well, we have those statistics wl I do not 
nave re adily available here. 

Mr. Weicune.. Tknow. Do you not know ina general way what you 
al al last month ai d the month before, Deine head of the y hole thing, 


ind you cannot tell me generally what vou did last month or the month 


before ? 

Admiral CaLLacuan. I can tell you, Mr. Weiche!l s 

Mr. Wercue.. Is it 25,000 a month to Europe ¢ 

Admiral CALLAGHAN. No, no; t anywhere near that 

Mr. Weicueu. Is it 20— 

Admiral Cattacnan. Not that. 

Mr. Wercunen. What? It seems you ought to remember something 
ibout the cde pel dents, being the ead of t] rvice Yi have been 
head of it abo if a vear or so, ] thir k you wo ild rel emb rs e « f 
these months Did ye 1 } . 

Admiral CatLtaguan. No, sir. The cabin passenger lists to Euro- 
pean theater average about 6.000 a month. 

Mr. Weicnen. Six thousand a month / 

Admiral CALLAGHAN. Six thousand a month. 

Mr. Weicnen. Those that do not go in cabins, how many do you add 
to that? 

Admiral Catnacuan. They average about, | oula say, around 
20,000 a month. . | 

Mr. Wetcuenr. Well, those are dependents, are they not? 

Admiral Catnacuan. No,sir. Yo ked about two categories, th 
abin passenger and troop passengers. I gave vi those pours 
6.000 to the En ropean area, not il] 

Mr. Weicurn. Outside of troops that you take over, you are haul 
ing only 6,000 a month, you sav é 

Admiral Catnacuan. About 6.000 a month of cabin passenger 

Mr. Wetcuet. I am talking about outside of troops. How many 
thousand a month are you tak { , 

Admiral Cattacuan. That is what I was trying to give y ! 
Mr. WrIcHiEt. Is it 6,000 outside of the troops ? It is 6, t Cli! 
Admiral Cantacuan,. It is 6,000 cabin passengen 


Mr. Weicne. I did not ask for cabin passe vers, I said outside 


of troops: how many thousand a 0 ive you taking over é 


Admiral CaLLacuan. I would ive to give vi in estimate of 
that Mr. Weichel. 
Mr. Weitcuen. That ts all right 
Admiral Catnaanan. IT wou av. hap 
Mr. Wertcnen. So thev are really taking ove OOO a nt] 


out 


i¢ OT troops; 1S that rig 
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Admiral Cannacuan. No, sir. I said about 4,000 of those would 
be dependents, and the total 6, including the officers would, of course, 
be accommodated 1h cabin lass accommodations. 

Mr. Weicuet. I was not talking about cabin passengers. Out 
side of troops. Outside of troops. You are taking 6.000 or 1LO.000 
a month outside of troops ¢ 


Admiral CALLAGHAN. No: about 4,000 would represent thy de 


pende ts outside ¢ f t 
Mr. Weicuen, What I am talking about is anybody else outside 


troops, 
i 


of troops. Outside of troops, how many thousand a month are you 
hauling over? O tside of troops. Is that clear ? 
Mr. Suevitey. May the Chair inject 


Mr. Wericenen. I want to finisl 
Mr. Suruiry. Just a minute, please. May the Chair inject him 


this po This committee was given a special assignment. 
Ther nobod iol! QNXIGUS a i Member of this ¢ oneress to some- 
t e ] e Admn Callaghan come before the Merchant Marine 
(‘om tree and GIy some expta T1Ohn and a ais on of the opera 
tion « he Military Si Transport Service Phat ot the purpose 
for which the gentlemen were called before { minutter I think it 
: P \ oy thine cl - 4 rie | vant top t] line 
of questioning. T want to thank the gentlemen for having appeared 
na ( f {| CO ] tree vet | on the beat * FE Bas & Inter date 
the Ay anit Vin eC (tee Wants to go into thre MSTS. nobody 
\ | pport that move | that equest any qi ke ro more vehe 
mently than the chai . 


they are taking 10,006 a month over ther . maybe thev can use thes 
ships to take them over, . 

Mr. Sneviey. They have already said they cannot. 

Mr. Writcue,. But—— . 

Mr. Sireciey. That is enough. Thank vou, gentlemer 

Admiral Low. Thank you, sir. 

Mr. Sretitey. Admiral Cochrane. 

May I say that word has just come to the committee that there will 
he a joint es ( of the Coneress a 1?: 30. at wl h time the Presl- 
dent will address the joint ses ion on the steel situation. So we will 
only h . few m tes more to eo on, because | imaeine it the 
at O] i ( { l PTO Pe ll iff dance 

Wi will rece hye . 3 > oO clock. se We 2 QO 1 Hit I lune P rnd 
the full cor tte | meet this af ( rr 1] fter t] 
Wont ( 


STATEMENT OF VICE ADM. E. L. COCHRANE—Resumed 


Mr. Suetiey. Admiral, when you appeared yesterday you gave us 
Ome testimony as tothe redetermination of t e vessel sales price on the 
steamships Jndependence and Constitution to Americar Export Lines 
That redetermination decision was arrived at on February 21, I 
believe. Is that the accurate date? ) 
Admiral Cocurane. A little after this, I think. sir. The 27th. ] 


~ 
} 














Mr. Suetiry. February 20 of 195! And voi ed a concu v 
pinion on February O52 : 

Admiral CocuHrane. That 1s correct, s 

Mr. Sueniey. 1952? 

Admiral Cocnrane. That is correct, sir. 

Mr. Sueviey. In the lieht of vour testimony vy day, | 


issume that although your opinion wa t | 
not completely agree with tl e opinion? 
Admiral Cocuranr. Mr. Chairman, I think that the ] t J 
ive to make in this connection \ that we | ‘ heat that 
ippeared to be possible with the data that were before us, 1 data 
eto me unsatisfying, and that the result therefore was unsatisfying. 
Mr. Suevriey. Is that your personal opimnior 
f the Board. that the data were unsatisfactory « ! t 
Admiral Cocnrane. It my personal opi The other 
Board members, of course, I thir k are both here, wl oul Xx] 
heir own viev But that is my personal ) 
Mr. Suecztey. Mr. Gatov and Mr. W ( 
ike the witness stand. Each of \ please g ‘is Ul nar 


ipacity to the reporter. 


STATEMENTS OF ALBERT W. GATOV, MEMBER, FEDERAL MARI- 
TIME BOARD; AND ROBERT W. WILLIAMS, VICE CHAIRMAN, 
FEDERAL MARITIME BOARD 


Mr. Garov. Albert W. Gatov. mei IM 
Board. 

Mr. Witutams. Robert W. Williams. Vice ¢ e | 
Marit e Board. 

Mr. Suneiitey. You gentlemen, members of t Federal M 


anes. Isthat so? 
Mr. Garov. Yes. 
Mr. Winutams. Ye: 
Mr. Suetiey. Have you been here during the procs 

ommiuttee ¢ 

Mr. Wintiams. ¥ 

Mr. Garov. Y¢ 

Mr. Sreuirey. And hay 1 gentlemen heard the testimony of 
Admiral Cochrane ¢ 

Mr. WinttamMs. Ye 

Mr. Garov. Yes 

Mr. Suetitey. Are both of you ge} lemen { ’ " 


( rane rring@ o} Oo 1 ; 
Mr. WinuraMs. Yes 
Mir. Garov. Ye 
\ SHELLEY. 1) t} C aca 4 


Mr. WinurAams. Ye 
Mr (; 1" 
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Mr. Auten. Mr. Chairman, I would suggest that you address you 
questions to one at a time, as I think the reporter is having difficulty 
finding where the answers come from. 

Mr. Suruiey. That is a very worth-while suggestion. 

Mr. Gatoy, do vou still stand by the opinion that you rendered, and 


will you give us any thought vou have in mind in regard to the testi 


il 


mony that has been adduced before this committee at this time or up 


to this time 

Mr. Garoy. Yes. My opinion, as expressed in the report, which this 
document is, is still the same with respect to the fact that with the 
material at hand and with the method pursued and with the ex post 


facto determination that we made, it was the best decision. or best 


/ 


review that we could possibly make at this time. 

Mr. Suruiey. Under the section of the law prior to the reorgan 
iZation act unde ry hich the Maritime Commission operated to validate 
the granting of a construction subsidy differential agreement, it re 
quired the affirmative vote oft four ni embet Ss out of five. | believe. Is 
that correct ? 

Mr. Garov. Only if the construction differential amounted to more 
than Ooi Pp reent. 

Mr. Suetiey. If the construction differential subs ly allowed was 
more than 3314 percent ? 

Mr. Garov. That is correct. 

Mr. SuHevtiey. What is the law at this time in that reward, where 
we have a three man board 7 

Mr. Gatov. The law ts silent in that particular respect, except that 
equires a vote of two. 

Mr. Suevttry. A majority vote? 

Mr. Gatov. That is correct. 

Mr. Suetitry. Do you think there is any need for making it a 
unanimous vote, or should the law be made more explicit in some 
way as to what shoul | be required of the Board ? 

Mr. Garov. Well, I do not think that very much would be served 
by chat ong the law in th if respect. | think if there is cong to be 
an aflirmative effort made to change the law it might be better directed 


it} 


against certain sections of the law other than the majority vote sec- 
tion or the four-out of five vote as was contained in the original 
1936 act. 

Mr. Suetitey. What thoughts have you in regard to other changes 
in the law that might be made ? Do vou refer to the constructio1 
subsidies features ? 

Mr. GATOV. I hesitate at t] is time to olive you any ideas on it. I 
think Admiral Cochrat eC. Chairman of the Board. is voing to trent 
on that subject separately, and I think it would be more useful to the 
committee to hear the better documented expression on the part of 


the Chairman. 
Mr. Sueniey. Then there are some thoughts from the Board that 
the Chairman of the Board will present ¢ 


Mr. Garov. Yes. I think you will recall in the Chairman’s open 
1 o@ statement he said he was not prepared th early in the meeting 
to make any specific recommendations, and I think in the interest of 
| hhold discussion at this 


orderly progression vou might want to wit 
[ e I would he very pleased to olive mv ideas o1 a however. 
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Mr. Suevitey. No. I agree with the suggestion made. At the time 

go into that completely is the better time. ind w an hear from 
the chairman and then get any supplementary views that the other 
members miay have 

Mr. W lliams., you as a member ot the FY t Mat Lilie Boal 
participated the redetermination of the sale f th deper 

ind Constitution to the America Exp rt Lines, \ { 

Mr. Witurams. I did 

Mr. Suevttey. You were one of the two me! t rencered the 
lecision as of February 20, 1952 / 

Mr. Witurams. That is right. 


Mr. Suecitey. At this time does your view 


the same as s expressed in that opInio ¢ 
Mr. Winiiams. Yes, it does. 
To amp! fy that statement, I 1 Al it thre nibe | b> 
had this problem presented to them to review the subsid 
been given several before by the Maritime Ce | 


i i 
made cert Li] reconilite tions to hig i = 
Now if tT! e that those fivures id to ry 
} . } . 2 , 
sources Were in the first place iil tore r} i 


from the best available places T| rorelg } ‘ Paily 
<. « , 
lj P 


were not ll i position to adisctk 


difficult for the staff to get direct inforn 


get spe fl price ror, they pre edi to i ( c 
’ . , . . 7 e 
VW} perhap i we had been on the spot 
: ct} , aad i 
’ c: | y i 
et rive lifferet orn we d to take t f Chia 
: ’ 1 
It a | { > US that hat is ava lable wa rea t ‘ 
Hiei satisfact r to form a lep 
r 
| ? 
It \\ ! Del If thie rep I { it we Il if el ‘ 
1} ] i 
l’t | hy } k th if you W | See th 1 vs } i! 1] Oy + " x} ‘ ad 
. , 7 ] ] ] 
feeling we were making the best estimate we possibly could on the 


t 

10k0 
is 

lve 


est available information in 
Mr. SHecttey. Mr. Williams, I understand that you have had a long 


nd illustrio s backgron nd priol to appointment to the Federal Via 
time Board 1) the legal enc ot maritime attalrs al | ire recog zed 
. verv outstanding member of the bar in the field of admiralty a 


naritime law. 

Mr. Wintiams. Perhaps that is an overstatement, Mr. Chairman. 

Mr. Suetitey. Not on my part, sir, because I get it from many, 
many sources. 

] a int to read from section 502 (hb) of the Merchant Marine Act of 
1956. as amended, at dilam reading from document No. 55 of the hird 
Revised Edition of the Merchant Marine Act, page 31 


r) nstruction differential approved by the ¢ ex 
( I istructi ve ( x 
ng ti dd ! f t 
é ( ‘ ~ I ~ 
ffere ‘ ! 
t exces yO f 
} toft 
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a redetermined sales price was the best available material. that you 
recognized it as the best available material that cou! 1 be h: cl. 


Mr. Witirams. Mr. Chairman, in the absence of a1 y contradictory 
evidence of any sort at all. I would say that tC was entirel convineing, 
I put myself in the position of perhaps a juryman. I sat to receive the 

icting evidence, if there had 


Would vou say that it was convinci revidence ¢ 


evidence. Now if there had been conflicting 

been \\ itness who had ci }) ited the tact und fiom S that had been 
presented to us, I might have a different view. But that was not the 
case before us. We heard the te timonv that came b fol u hi h 
was undisputed | therefore although its backeround was not as 


complete as it might haveebeen, in the absence of contradictory evi 
dence I think it was quite sufficient to convict. 
Mr. Suettey. Admiral Cochrane, having just heard the statement 


made by Mr. Williams, would you say that that analysis or that evalu 


ation of the evidence is an explanation for your concurrence in the 
opinion on a different basis rather than joining in the opinion of the 
other two members ? 

Admiral Cocurane. I think, Mr. Chairma 

Mr. Suetiey. Do you have different reasons for it ? 

Admiral Cocurane. The reasons for ny concurrence with sub- 


stantially less enthusiasm was because JT happened to suffer from the 


handicap of having to spend a good dé il of my life on the water front 
l hipyard and to have certa n int tive react ms to data that come 
up of this sort. 
| to prepare the ¢ mates for t building of ship I have 
f e\ thi b Is ¢ f } ny h pva d I 1 ( I'l Tle OT hips 
nm ¢ r ¢ ! ntr\ hey! e | dat iva lable | i! 
ilso e] ! to the oreat d ffi uity W oO ha urriving ata 
itistactoryv fleur und there ire certa balance that develop a 
etween direct labor cost matey 1 costs. and so oa} ilthoueh it is 
recognized that there are many differences between the practices in 
the shipyards, not only { tween countries but . country itself, and 


that to arrive ata sat sfactory balance of all those elem nts would be 
data th were available left me with less than conviction as the result. 
Mr. Suetiey. Mr. Gatov, you heard the section of the act that I 


+ 
) 
cil 


read in regards to convincing evidence. What is vour explanatio1 
or what is your answer to the following questio1 

Do you feel that the evidence submitted in t earing in the 
redetermination of the sales price before the Board were convit Ing 


evidence or were they just simply the adoption of the best availabl 
evidence presented 2? — _ 

Mr. Gatov. To the extent that it was the onlv it formation avail 
able, and such information having been uncontroverted, I was con 
vinced—— 

Mr. Suetiry. Will you repeat that, please ? 
Mr. Gatov. To the extent that it was the o1 ly information L\ 


} ] 1 1 } . 
ible, and was uncontroverted, and there was an exhaustion of sour 


of formation, limited though they were, I had no choice but to be 











. ION 4AOY 


where the Commission possesse 
is greater than that percentage, the ¢ ni n may 
. 


to exceed 50 percent of such cost 


Sf A De} ! ( 
Mr Ss - w vile wn ' B 
M ‘ | ' ? ’ 
elle! DD ft Oo! Deol ‘ r 
fs) ev cetera 
I } req | 
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Ni) ~} LLFY | ? \ 
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chanies of vathering then to somebody n not r Federal dep 
ment. 
Mr. Gatov. That is correct. But I would not say farmed out will 


ingly. I am not completely familiar with the background as to how 
he arrangement came about, but it was an economy measure of some 
sort where the maritime attaché became a member of the State De 
partment, and amongst his other duties was this gathering of thi 
mMnrormation., 

Mr. Suetiey. In view of the joint session, gentlemen, the commit- 
tee will stand in recess now to meet at 9:30 tomorrow morning, and 


at that time according to the list of witnesses we will put Mr. Slater 


of the American Export Lines on. 

The committee stands in recess. 

(Thereupon, at 12:05 p. m., the subcommittee recessed until 9: 50 
a.m. the following day, Wednesday, June 11, 1952.) 
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REDETERMINATION OF VESSEL SALES PRICES OF S. S. 
“INDEPENDENCE” AND SJ S. “CONSTITUTION” 


WEDNESDAY, JUNE 11, 1952 


House or Represenvrarives, 
SpeciAL SuBcOMMITTER No. 3 To Review 
ReEDETERMINATION OF VesseL SALes Trices 
oF S. S. “INDEPENDENCE” AND S.S. “CONSTITUTION | 
OF THE COMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington. Dp. C. 
The special subcommittee met, pursuant to adjournment, at 9:55 
a.m. in room 219 Old House Office Building, Hon. John F. Shelley 
(chairman of the subcommittee) presiding. 
Present: Representatives Shelley (presiding), Murphy, Ikard, 
Weichel and Allen. 
Also present ; John M. Drew ry, chief counsel, 
Mr. SHELLEY. The subcommittee will come to ordet 


When the committee adjourned vesterday aiternool Ad ral 
Cochrane, Mr. Williams, and Mr. Gatov were on the stan Pher 
are some other questions that are to be asked of these gentlemen, so 
I would appreciate it if they would return to the stand 


STATEMENTS OF VICE ADM. E. L. COCHRANE, ALBERT W. CATOV, 
AND ROBERT W. WILLIAMS—Resumed 


Mr. Wuuams. Mr. Chairman, before you get started, I would like 
to clarify something I said yesterday in the course of the testimo! V; 
if that is agree? ble. 

Mr. Suewwiey. All right, sir. Proceed. 

Mr. Wituiams. You asked me whether in my opinion the evidenc 
was convincing to support the report of the Board, and I said that it 
was, and I have no qualification to make in that statement. 

However, I went on to say there was a Jack of conflicting evidence 
from the other side and ] did not limit that as | should have, | 
had then in mind and was talking about the detailed comparison, 
American costs with foreign costs, items of labor and material and 
overhead, and so on. In that regard there was a lack of conflicting 
testimony in some other areas. The American Export Lines presented 
a substantial amount of testimony, all of which was discussed in the 
Board’s report, and the consideration viven to that is set forth in our 
report. 

I think that clears up what I said yesterday. 

Mr. Suettery. All right. I think my understanding of what you 
said, at least mine, was that, because I had read the opinion and re- 
reread it again last night, the redetermination decision, there was 
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they made the first contract. In other words, Americat Export coul 
take or leave the sub sidy — Ppa offered. Is that not correct ? 

Mr. Winniam We notified the American Export what the resul 
Was. 

Mr. WertcHe.. Yes. 

Mr. WILLIAMS. And by reason of the contractual avreement, the 
they had the next move either to accept or turn the ships back. 

Mr. Weicuen. In other Coy it was just like pemaginatin a contract 
de novo, becaus e they were 1D L position where the vere not bound 
by the other one any more. 

Mr. W ILLIAMS., Well. the parties were hot as Tre at this stave ia 
they were in the beginning, because in the begi hing they could have 
made any arrangement they wanted, whereas this time it was a ques 
tion of- 

Mr. Weicnen. I mean they were certainly free with reference to 
the price. They could make any arrangements that were satisfac 
tory to them. Their hands were free, were they not ¢ 

Mr. Wittrams. To accept or reject. 

ir. Weicnet. Yes. They were just as free as they ever were to 
tg or reject the price. You were starting right from serateh 
on the price after you got through. 

Mr. WituiaMs. Well, what I had in mind was that at the beginning 
there was 

Mr. Weicnen. There were other things besides the price 

i Wintuiams. Yes. 

. WertcueL. I am just talking about the price, and that seems 


/ 


to l= —s unt thing. 

\h W muLiAMs. I think that is true. 

Mr. Wricuen. Up to that point. Say you made an absolutely new 
determination based on what the former Board had, plus some othe 
information, and after you got through with that you submitted 
it to American Export, and you were not able to negotiate a sale 
yo! » based on the new determi! ation 
' No on that determination, according to tatiite ! l by tl 
col \ t necessal that yo ha nvil oO lence Is 
that right? 

Mr. WuiL.iAMSs. Well. Mr. Weichel, we did tT ef qaer the lan 
euage of that statute as binding on us in the question of redetermina 
tion. We did not know what the figure was going to be when wt 
started considerin a the evidence. 


] 


Mr. Weritcuet. No; I would not think you would know what ts was 
roing t » be before you starter to comiaer it. 

Wr. WILLIAMS. That 1s right ‘ and theref« re— 

Mr. Wercuen. What I am getting at is that the statute as read by 
the coun e] says that up i edt ieg pere nt you did not have to be con 
vin ( d abo ut anything. According to the statute, is that right ¢ 


Mr. Wieniams. Well, that statute is open to some uncertainty, I 


think, but from 1) Liut point of view 

Mr. Weicuen.. About that uncertainty. Up to 35 percent it is not 
uncertain. It only says you hs ive to have convincing after 55 percent. 
So what I am asking you—interpreting the statute which you are 


acting under up to 3314 percent, you did not have to have convincing 


evidence ? 














TEAMS = ' 9 

Mr. Winiiams. Well, Mr. Weichel - 

Mr. Weicuen.. According to the statute. 

Mr. Wituiams. I think in performing any adi strative tv I 

woul i not feel actin that I had done my d ity les ra 
vineing ¢ idence on which to base any judgment or action. 

Mr. Wer neL. Well, in other words, you were going beyond uf 
the statute said up to oe percent ¢ , 

Mr. WituiaMs. I think that was the feeling of all « Boar 

Mr. WrICHEL. Tou we re going beyot d the statute up to 33 percent 4 

Mr. Wituiams. Yes, in all this question of 1 terminat er 
ither going to come up with something hat we could be cony ed 
»bout or we we re vy ing to either d sagree or not neup with anyvthmeg. 

Mr. Weicitrer. What T am vetting a Up to 33 perce ( ‘ 
statute did not say it m be convincll the Board » iS g o » bi | 
over backward to have it convincing even thoug ot 
Say so? 

Mr. Wixuiams. Sufliciently convincing to 

Mr. Weicuen. Yes. 

Mr. Wicuiams. To reach a conclusion. 

Mr. Wercur.. Even though the law d ot sa 

Mr. Winturams. That is true. 

Mr. Weicuen.. Now I will : vou the next questi¢ AY v} 
did you finally y Roeatet e ie on the new determination of ly ? 
What was your final conclusion—how many percent‘ 

Mr. Witurams. The figure was 27 and a fraction percent. 

Mr. Weicure.. Twenty-seven and a fraction percent And ent 
ovel back urd te have | onvil ry evel tho r 
require it 

Now le ( sk y { questi 1) | bh \ 

vidence to give more tha perce 00 D 
inv evidence whereby \ could give mol 
ng dene et fort! the statute? 

Mr. Winturams. Well, Mr. Weicl here 

v the Ame Export Line based ¢ ( 
})1 E l ] i! }! 1 i | Pt 

tt Board etlort ( 
liffer: | should be he neighborhe of ( 1) 

We co those very carefully, and ut 

x But I think I personally can 
it eviclence ficiently strong. There we | 
yay ' the actu i sales ] { 9 
taken as an example. We had reports that the sal 0 " 
been anywhere from seven-and-a-fraction 1 lho np to te l-a 
fraction million. 

Well with the uncertarntyv o1 th t heures | is \ ine 

itas a basis of reaching a figure in this case 

Mr. Wreicuen. Well, what I am getting at: 1 rt 
testimony, you say ¢ 

+3 ~Witiiams. Yes. 
fr. Weicuen. To up it over the part where y eecded ng 
testunony to get over 55 percent You did entertain some testimony 
that was to be convincing to make it over 53 percent, and that testimo! 
as offered by whom ? 
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Mr. Wericuen. I mean the Board knew about the fixed rate and 
there was some basis for the fixed rate / 


Mr. Witurams. Of course. 


} 


Mr. WEICHEL. So that it also become it your thinking then as to 


how much below 50 percent you should take in the redetermination / 

Mr. Witutams. We knew that 50 percent was the top limit, becauss 
that is the limit in the statute. 

Mr. Weicuen. Yes. 

Mr. Wittiams. Then we knew at one time that 50 percent limit hac 
been authorized under a joint resolution. 

Mr. Weicnen. That is right. 

Mo. WitiiaMs. But our efforts were to get all the information pos 
sible from our staff and also from the Export which we knew had an 
interest in getting this figure as high as possible. And we held our- 
selves open to consider that. 

Mr. Weicne.. Then you say that you got all the information that 
was available that went to convince you it should be over 33 percent. 
Did you get that ? 

Mr. WILL AMs. Now, Mr. Wei hel, since the report was made by our 
Board the American Export Co. has requested an opportunity to sub- 
mit further information. 

Mr. Wercue.. Yes. 

Mr. Witniams. And they have said that they ure sending more peo 
ple to Europe, and we have granted an extension of time so that we 
can consider reopening the case in case they have witnesses to present. 
That is the next step that is before us. 

Mr. Weitcnex. Then it is not closed ? 

Mr. WiuiaMs. It is closed at the present time, but any case that is 
closed may be reopened for good cause. 

Mr. Weicue.. I mean, have you granted permission to reopen then ¢ 

Mr. Wiuitams. We have not. 

Mr. Wercur.. Then when you say you have not granted it and it 
is not closed. what is the contingency i reopen it @ The only con- 
tingency that you need is that they want to offer some evidence, or 
are you going to investigate the evidence they offer before they offer 
it and determine whether you are going to open it ¢ 

Mr. WitiiaMs. You see they have not yet finally and formally re 
jected the ship. They have said if they had to make that decision that 
would probably be what they would do, but they have not done so yet. 

Mr. Wercue.. Then the whole thing is not closed, it is still up in 
the air as to whether they are vOIneS to accept or not 2ece pt, whether 
you are voing to reopen and let them offer more testimony ¢ 

Mr. WiILuiAMs. It is closed today, but like any other case it migiit 
be reopened. 

Mr. Weitcuen. I mean, if they say they want to offer more testimony 
you will give them the privilege of reopening. Is that it ¢ 

Mr. Wa LIAMS, Well. that would be a matter for the Board to deter 
mine, and we have not had a meeting to consider that. 


Mr. W REICHEL. You say if they had ar \ evidence. By that. I pre 


sume that all they have to say is that they would like to have it re 

ned | 1 . } ‘evidence ig ara t 1) { ] ks ] 
opens to submit further evidence. ou are not gome to look at the 
evide ce first. are vou. before you glve ab) ahswer to reopel 4 


Mr. Wu LIAMS., | have not consulted the other two Board members. 
but I think that would be probably our act 











ng all els mony that \ Lc ete 

it von act o7 / Did vo ict oO { rele ‘ 
ou could cut down the pr ous one, or did yi { ( ) 
ise, that up to 5516 vo i hot need anv a i (ted 
mvincing’ How did you proceed in this matt { ry to 


wi x did you try to act like a de nevo case 4 

Mr. Wintuiams. I think I tried to explain we tov rf 
nd considered it entirely ae novo. , 

Mr. Wercnen.. Entirely de novo 4 

Mr. Wiuuiams. Yes 

Mr. Weicner. Then why did you not give them 3314 percent, | 

1use you did not need even convincing for that’ Why did you not 
ffer 3314 / , ; 

Mr. Wituiams. Mr. Weichel. I think as an administrat : 
n an effort to administer the law, we had to have some reasonable 
basis for any figure we Came Up with. And the fivure that to us had 
the reasonable basis was the one that we adopted in that report. 

Mr. Weicuen. Well, like in the statute, where it says up to 3314 
percent it does not say what kind of evidence you have to have. The 
real purpose of the statute was that vou could make some kind of 
determinations in your own mind up to 335 percent to negotiate the 
sale of a ship. Was not that intended by the statute that you coulia 
egvotiate a sale up to be percent where vou could vet al oree) 


i i 
vith the buyer as to whether he thought he could operate / Was it 


ot for that purpose, to make these determinations so you can bargain ¢ 
Mr. Wiwuiams. Mr. Weichel, I think when you read th tatute it 
loes not mean that the Board iuthorized to aay lie percent to 
invbody who comes in and applies. No matter what the percentage 
. it has to be based on the statute which authorizes the pavi of 
Government subsidies only for the actual difference between the 


American costs and the foreign costs. 

Mr. Weitcue.. Yes: but that is the basis of negotiation between t 
rospective buvers that try to arrive at a deal to sell t 1. { t ? 
Chat is the leew iv you are given. 

Mr. WicuiaMms. I think not. 

Mr. Weiciien. No ceiling is put on it up to 33, and then after 
he ceiling is put on and you can only go up further based on co1 
vineing evidence ? 

Mr. WILLIAMS. Mr. Weichel- — 

Mr. Weicie.. I am trying to get whether it applied that way or not. 

Mr. WituraMs. If it is only 5 percent, I t} nk there has to be a basis 
if that record in the Commission or the Board to show the difference 


etween the foreien costs and the American cost 5) perce 
Mr. Weicue.. Then your application of the statute v not one to 
rrive at some kind of a price where vou ld negot te thre le of a 


hip? 
Mr. WILLIAMS. No. We we re re determ nine the d {ft rence bet we 

n foreleg! costs and the American costs 

Mr. Weicue.. What was the cost of the ship? I mean just roug] 

hat was it—26 million or 24% What was it ¢ 
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Mr. WituiAMs. The contract price was $23,400,000. 
Mr. Wi ICHEL. Yes. iT you were goin; to bu ld them today, woul 


it be 23 million ? 


Mr. Wititams. Well, now, I am not qualified to answer. 


Mr. Weicur.. I mean based on vour experience down there thes 
several years, would it be more than 23 million do youthink? I mea 
just on your Opinion. If y were golnge to have the contract toda 


I mean 


Mr. Wititams. Mr. Weichel, like you, I am a lawyer, and my 


~ . 1] ins +1 } ' ) 
experienct with I) pbuil ne Costs 1s rather limited, Phere are peopl 
here ible ft ul Wel that. 
meurie | j . ' . 1 
Mr. Wi CHEL. i am tL ask Yr your ¢ mh. I { We | ve i 
I 1 \ rore 1 l { ETE { t Marine 
} | ( Lhe, ‘4 nk tl {] { | da 
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Mr. Weicnen. If they would cost more. uuld have to pay 

\ ral HRANE. Yes, Mr. W lL O rest t 
fhat hea happened te h re hye rate of | ‘ , the t ‘ 
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Mr. Wercurn. That is with reference between two costs. I was 
king first on American costs. American costs today would be— 
Admiral Cocnrane. Tligher. 
Mr. Wetcuen. And the high American costs, the more bsidy the 
Government would have to pay in building, would they not 
Admiral Cocurane. That is correct, sir. 


Mer. Wetcue.. Just one more « 


yuestion I read e press, and I 
is Just wondering if vou made that stutement I tho tit I read in 
eC pres that 1 your testimony you ud the ¢ nigel LiL cl t he 
| ddle of the ramnie With retel Did 


Admiral Cocuranr. The only question that is turned up of 
f am conscious was that in the reorganization plat the pro Ol is 
o the conduct of the Board's business, likewise Iso OT the qua fiea 
ons for membership on the Board, were changed. 
Mr. Weitcuet. Yes; but I mean with reference to changing any 
rules. 
Admiral Cocurane. Basic rules 
Mr. Weitcuen. While you were mak this determination Congress 
Whatever vou did was based on some criticisn 
or something, was not it 4 
Admiral Cociurane. That is correct, Mr. Weichel, I 
tand it. 
May I address liVse lf fora moment to he que tlol \ Vou have 
ddressed to mv associate on the Board ¢ 


Mr. Weicuen. Yes. 


did not ao inVth ! 


cr 


nd I will admit [am not a lawyer, [ am just a « ’ engineel! 
at the subsidy, the reduction in the selling price of the ship may 
equal but not exceed this estimate of foreign costs So that in my 
nterpret ition of the law we ina vidually needed to be On need of 
ie result, but if we were going to give a subsidy highet I iN oo pel 
ent on the old statute, not only did a majority of Board ive 
convinced, but 80 percent of them. 
Now in the reorganization plan, the plan explicitly provides that of 


. i 
this present three-member Board two shall constitute a quorul Wie 
hay dis harge all of the matters that come before the Board, whi h 


learly gets rid of that old S0-percent business. But in my judg 
ent any Board member who passes on this, wh ch repre elt nh 
ffect the dispensing of money from the United States Treasury De 


partment. should he convinced of the | isis on which he is don it. 

Mr. Weicuet. Well, I was just going on that statute as it was 
passed. 

Admiral Cociranet. IT say, I think the impact of that part of the 
tatute had been modified somewhat by this prov ( i the reo! 
aniZatior plan 

Mr. Weicuen. In other words it is less than ? 

Admiral Cocuraner. That is correct : ves 

Mr. Wet HEL. In other words. vou do not need A } to lve ovel 
> percent is vou did before ¢ 


7 
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Admiral Cociraner. I think that 1s correct. sir, although we st 
need to be con) need. You till need to | ive sound ba — To! deets 0 


of this sort. 

Mr. Wricuen. I mean, based on the statute you do not have to 
outside of the statute ? 

Admiral Cocurane. That is correct, sir. 

Mr. Wetcien. That is all. 

Mr. Suevtiry. Mr. Allen? 

Mr. Auten. Mr. Chairman. 

Admiral, following that same line of thought—I should say in the 
first place that I am not convinced that e ther of the three of vo 
were convinced as IT use the word. Could you say if you had taker 
slv nullion " if you had S12 million avillable to go over to Kurope iI 
1948 and peddle this contract around amongst the various yards, that 
no foreign vard would have built the ship for 812 million ¢ 


Admiral ¢ OCHRANE. A good deal of information, Mr. Allen, but 


It Was not e\ idence of whi h we could take, at least n my judgment, 
jndicial notice, that there was a strong probability that foreign yards 
would have vone ifter this contract with ereat earnestn | 
was offered. Phere was clearly at that time a very serious short ive of 


dollar exchange 11 all of Western Kurope. It has been stated vari 


' 
ess ahd will 


ously, but for rensons of international protocol, not officially, that 
European shipbuilders would have been anxious and there would 
probably have come some support by one reason or other from then 
vovernments to take this contract at a substantial discount over the 
then ofticial exchange. But that is information which, as I say. 

very difficult to assess in this requirement for convictior And you 


eannot run, you cannot as 


biation, 1 forn ation that Is hard LO present In an open hearing and 


Sess thiat Sort of thine oF unothe ne infor 


1 


vith proper sub tantiation., 
It Is pertectly clear to me, however, that the existence of the black 
led ind LT personally 


market in mor ev exchange was common knowledge. 
believe threat it | had been entering mto this co. tract, | would have 
insisted on a proposal for escalation which covers increases in cost 1 
this co htry, tO put some provision in) ask ir fo. de) vhation oO] the 
other side to protect me against what seemed to br evitabl Phat 
was not done. Asa matter of fact, it was discussed during the hea 
nes which we have had and made a substantial differen n the eor 
clusion of which the Board had to reach in its new fig@ure 

Before the ships were more than about half finished that devaluation 
did take place, and it was the result of the acknowledgement by the 
cvovernments abroad Ol) the fact there ha | been SPTIOUS flat ®) t | ere 
which did represent the difference in the purchase price of their cur 
reney versus the American hard eurreney of this country 

Mr. Auven. IT think those are explanation n some detail of tl} 
thought | th kk lL have n Inv Own opiniol that had Export had Sie 
million of United States curreney available at that tin | 
id been free to go to a foreign vard, any foreign vard that wou 
build, it is quite probable; or quite possible, if auite probable 
they Po | notion thu } ior s ( { ve } 

! ) t ( 
Yadmi (OCTIRAN LI would prefer to heat mo ‘ | 
f ( } ) " | | \"¢ if 1 
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The Comptroller General in his letter May 27 has indicated quit 
clearly he believed so. 

Mr. Weicuen. In view of the-—— 

Mr. Sueiiey. Does he yield ? 

Mr. Auten. Yes 

Mr. Wi ICHEL, In View of that, have you asked ror a written opin 
ion on that very point you made right here? Have you requested 
writing from the Attorney General of the United States an opinion 
on the point you just made? 

Admiral Cocurane. No, sir. This point has become an issue 
recently and request has not been ma le vet on the Attorney General. 
I think we need to get one. We did make request on the Attorney 
General on the board issue, which he lil not Want to give ( 


He ] 
Us, declined 
to. elve us. 


— 


his particul: - issue I am not sure was envisaged in the Comptrol 
ler’s decision of May 27, but it appears to me now to be a diflicult 
situation, 

| Say that is the opinion of a nonlegal memibe r of the Board. I 
admit Lam nota lawyer. I wish that I were. I would be more com 
petent, perhaps, in my present assignment then. 

Mr. Weicnuen. I doubt that. 

Mr. Atten, Admiral, your reference to the Comptroller General 
brings up this question which is in my mind which I intended to ask: 
In this conflict with regard to the polic, Vv involved, or even the policy V 
that is being made, which I think exists, does the Comptroller Gen- 
eral merely audit the actions which the Board takes and report to 
Congress and possib ly take other action authorized by law, or 1s there 
a degree of activity in excess of that field in which the opinions of the 
( ‘comptroller General « yr the Gener: al Accounting Oflice actually are 
taken into consideration in forming the policy of the Board, so that 
the policy that comes out of the Maritime Board is not the result of 
de liberations of jus t the three on the Board but a sort of comipositive 
policy that tries to accommodate the views of the Board, the Comp- 
troller General, and the various committees of Congress ? 

Admiral Cocurane. Mr. Allen, that is a rather difficult question 
to answer. I think that originally the criticisms that devolved on 
the old Commission were clearly a post-audit criticism. Out of all 
of that, and out of a very sincere desire on the part of my immediate 
predecessor, Mr. Koehler, and certainly of myself, has been a desire 
to avold that sort of thing. We have welcomed in the Maritime Ad 
ministration a very substantial representation from the staff of the 
Comptroller General, who are with us pea with the men that are 
there, in looking at the things as they go along. They have been of 
ereat assistance to us, as a matter of fact, in clearing up a backlog of 
a lot of accounting probiems, but they also have been very close to 
the work that has been done by the Board in this redetermination 
closer than I personally believe was desirable. And I say that quite 
frankly. 

I think that it may have influenced in some regard—although I 
have no proof of that and this is again a matter of conviction—may 
have influenced what has happened. 

Mr. Atten. Do I gather from that, that at times the views of the 


Comptroller General or the anticipation of what his views might be, 
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irticularly if critical, ] hanged the 1 Mar ( 
Board mig otherwise have taken ? 
Admiral Cocnrane. I do not believe it has changed the opini f 


iny member of the Board. Iam sure it has had luence in the staff 
evel, \ rar as he Board Is concerned, 1 am q te Lr’ S 4 not 
ffected the Board. 
Mr. Auuen. Would that mean that at times ¢ policies of t 


T> I } ’ 
Board then are oiven to the stafl Dut not carried ) retry } ord 
ng to yvour wishes hecause OT A K owledge ot ’ irom 


e otnel Lore ( 


Admiral Cocurane. I could not say with sincerity that JT believe 
hat «? ‘ \ ] 


} i y orcel ( } ‘ rive } td bee! CONTrOVe? i « ‘ F 
ut wit teority by t definite part of the staff { er 
learly knovy But } i oO}! ration of this ort ! 1 rT’ t 
leal ol work do MN wi moes no QO] ( ‘ 4 ! ( 


ipproval., 

Mr. Atten. That would indicate there is at lea decided. well 
not a decided allegiance, but a sort of scared feeling on the part 
ome of the staff / 

Admiral Cocnranr. I think there not any question when I came 
to the Board 1? August 1947, the morale Was ata vel low level. The 
old Commission had been criticized violently. as a matter of fact. 
was disbanded because of that le vel of erit sm. The people ( 
in the administration were dependent upon that for their livelihood 
and were very much concerned over their position \ lot of head 


>were 


came off, asa matter of fact. 
One of the bs that I | ii Was to attempt te estabdtis One ( 


fidence, ome assurance, Ole es rit. ce ory Thiet ( 
Zation. 

Mr. AtteN. Would you say that the lack of good morale that vou 
ive ment ed ( ed by vy particular (y 


, Ve ( ) ? The if rT r i I 
} 
thoritv and « il respon bility for ot « f ‘ { ere 
| 
Ace ruil | Ss sort oT Thine i? fo} 
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It WSUALTY one 1¢ brief Or l l ite) \ ci 1} { ~ ex Tiy 
, rT 

yhoat il ippened Phat thie bh for the pre ( | ah 
Thre Ky ey] ( ] tte tq) reoranl Ji a) ‘ 
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There a) iy } Ory lq is (i } wnt rt ¢ 

a ve ( i pur i | i 
Deir } ] } { } | | ( ( 
‘ ] ’ ; 
A re { \ ( » have f Wiel tr ort ! rit t in 
| . " | , ] ] ] } / ‘ t 
e judgment of a single individual: but wh ) mn 
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. \ ePED 
y one man responsible to a Cabinet 
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While I would say without question 
i. heavy load on tl chairman, part 
format ve period a e tiny he nt! 
t ha \ rk Lot \ e Vy th ore it sat 
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As | lin my testimony the other d 
hitic liveara La half tiVOoO as ek 
bee! ivoid d 
Nh ALLEN. Well. ] ippre ite that 
has been taken care of. I feel very we 
O the present hands , 
One other question I would like a 
ether there still on the Board. out 
rator's offic | Onimiitte of Cor 
Othice Or ahve e el » where here t 
ought to bear directly or indirectly 
Board or the Ad trator outside 
gress of t direction of the officer 
Admiral Cocurane. Mr. Allen, that 
b i ( t br hos soil ecdlintely oO 
‘e dificult, but I would be less t 
ot still believe ther yme of it lef 
Mii \LLEN Noy { ba k 0 ( 
\dmiral Cocurane. It Mr. Alle 
part of the que on to \ 
il i t V ol ry! ‘} 
ue nit M ) 
tha le at ) ( Tthe Ce tt 
‘ (0 Expenditiu of 
pport of what was broug 
mal experience has bec eLhavel 
! ) | ? ‘ | ) 
0 be ere } prea } 
gto mi 
Mr. ALLEN. 7 k vo 
im 7 ( erat . of the revi 
ietermine the } | et that Wi bro y 
( evide e, or did it act de novo o 
He fore the old Mra time Commission ¢ 
Adnural Cocurane. A good cleal of new 
Allen. particularly on the decree of infla 
e shipbuildi ent elected, namely, 
he date of the opening of the bids of these 
ontract at our time of rey yory ib nad 
Mr. ALLEN. Was the « ( r { it \ } 
ree I it Vo r i ciires | Ol 
persons who gathered it ? 
Admiral Cocurane. It was not 
Vir. ALLEN. Do vou feel that there v 
: ture of the effort to gather the « 
ple responsible to you, rather t e] 
{ \ y f . 


] ( ( hy no 
policies of the 
to ns we 
e] we have 
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oPOPR? 


only possibilities probably on a fixed fee, but in which we also hay 
assume the pre babil ties of losses. Of course. I do not have to 
appropriations which would support losses of any substantial ame 

Of course, we do not have under general agency arrangement 
authority to pav subsidy, so that would r ‘sent admiunistrat 
prob] “ms to me pe rsonally which would be exceedingly difficul 
it were only for ad voyage or two, an Interim in arrivi 
final conclusion. , 

Mr. Auuen. Is it not true, also, that a substantial operation und 
general agency will have the effect in so influenen o the competit 
situation amongst privately operated hips and the collective barga 
Ine between mal avement and labor that the operatio by the Gove) 
ment sets a standard without the economic controls of competit 
and that the rest of the industry is affected by 1 

Admiral Cocuraner. Yes. I think there is ny question, M 
Allen, it becomes in fact socialized shipping n complete violatir 


of the basie phil 
} 


OS]] hy of this Government 
privately ned and privately operated 

Mr. Atten. Does not that next result follow privately owned a 
operated shipping must come up in its cost ar d i sometimes Pathe 
inducive to the practices of socialized shipping ¢ 

Admiral Cocurane, I think unquestionably the question of soc 
ized shipping has an influence. Of course, I might enlarge on that 


! 1 
OW 


minute, if it were appropriate in connection with the comment « 
which questions were asked representatives of the Navy yesterday 
to why we have agreed to any of that. 

The chief reason was if it is handled as we have attempted to hand 
these cargo ships under the national shipp noe iuthority. we ha 
control, and have been able to withdraw those sh ps W hen the mark 
broke, as it did very promptly in some cases, and we only got o1 
voyage out of the ships activated. Some never vot to 
those they asked us to break out. 

We were able to withdraw them and told 

It served a dual purpose: first, in prevent 
the winter of last year, { 1d seco) d. permitt 
without creat icrifice t the operations \ 
the need for them was removed. 

Mr. Anten. One of the 

r which the new pr ce was determine: 

. that if Export did not accept the ship m 
of its subsidy contracts would be terminated. 
ships and services would be involved in suc] 

Admiral Cocnrane. The agreement which 
better not say what I was coing to sav about it—does provide for t 
termination automatically of their present subsidy rate, not 


these two ships. but On their cargo ships al (| On SO} 


ships that they have. They are running several very 
1 


ices to the Me 


the moment, they are h: ” tO sp 
iterranean beeause of the difficultie 
also run a service to India. 

us, which have been found to be « 


found To he competent. 








l ( \ ( Z2ZY 
So that whether 1 e light of ( ry 
| refer part larly to Li¢ { ci be 
nied further subsidies, the ce S10 oO { ! 
Cc Ol} On the board, my ( } 
thie { quite expli mn} Fe ( ( Ol 
rized and dir ted to ) i 1) 
( Ne) | ( Ol i! il n 1 ( 
eC] \ ! { i ec the ¢ { ( 
( t () iif (¢ miperi ( \ 
p, a » forth 
| if l estion W Wwe id { ! 
re rie it] old oO} OMmpal 
Mir. Aniten. What ships \v ld ones 
| character a { 
Admiral Cocuranr. Well, there is one cl 
er-cat ps known as the Four Ac pa 
ay ( i \I , 
( f ore 
‘ ri a Se 
the? \T ! 
Mir. Anuen. Would ( 
Aim ral Cy. IRAN Somet rot p y 
Mr. AtteN. Would you care to express an 0} is to e 
fect ol the cancel ition wo ld he lit ! ry i f ery ( 
rendered ? 

Admiral Cocnranr. Wi eX 

Mr. Slater himself. 0 } | 
tify as to the ultim fi 

My ow! vw and my ov tanding of 1 
vould be exceedingly detrimental. Of course. 1 

far t ould not be aL le for 1 com] 

ps tO G b itl \\ I Tihve erent 

e approved by us, and er present cu 

ould not approve them. B if agai { 

ave very severe power over the shipping of the I Stat 

Mr. Atuen. Could vou tell me why the prov on of 

ese other services was included with t Pp rd to 
edetermination of the price ? 

(dmiral Cocnranr. Well, Mr. Allen, I thir ( pe 
he fact that that was an element of on I ovid 
for the termination of the contract, w] h. of ( } out. 
nd instead of an extension of it. wl ( \ hes the normal 
ourse. 


. » 1: . 
Of course. one of the thines whel 


l » W | V engag nthe iddi 
on of large elements of capital to its property, and certainly these 
two ships did represent that. they have to be abl oO pint newhat 
! the fy ture. The company had every expe tatio} ; mattel of 
fact. the contract provided that if thev did accept t 


ould be extel ded autom itically to L965. W thout tl 
in mv own personal judgment there was not] 


to prevent the company applying for a new co! t. 


()f eCourse, then. mM 





There have been some discussions 
under the circumstances be justified in oranting such a hew 
I cannot answer what they would do, because I— 

Mr. ALLEN. Ina sense, then. this provision Was 1nse rted so that 
the price on the two ships were raised Export would still have ec 
siderably to lose if they did not take the ships at the increased pri 

Admiral Cocrranr. That is correct. 

Mr. Atuten. Did the Board when it considered the makin 
contract consider also whether Export could operate the two ne 
ships at a profit if the price were raised substantially ¢ 

Admiral Cocnrane. I think it was quite clear in the minds of m« 
people that passenger service under the American flag, unde1 prese! 
circumstances, unless something unusual happened, is very unproi 
ising as to substantial profit. 

The passenger ship business, of course, 
ishing in the summer months. There is a limi he number of pe 
ple you can get into the ship. In other words, you cannot do mo 
than fill it. It is a serious limitation. 

During the winter months. oft course, the passenger deman 
off. Soona vear-re und basis it is impossible to count on LOO perce! 
occupancy. There have been various estimates, but in the malt 
somewhere around 65 percent of occupancy year round is the best tl 
can be expected. 

ite clear in these two ships on that expectation, t] 
possil It of profit was exceed noly small, and they would probab| 
have to rely upon profits from other services provided to make go 
on the over-all lines. 

That agan something that I tl } he cor \ iould testif 
on rather thar mvself. But that is » oT the hes that has bee 


true al cl about whr h some mention was ’ } hear FY on 


iong-range bill] hefore the whole comm 
massenger competition. 
a route in wl 
and it 
‘Vv get al 
| in additior 
Iversal, Db an 
Mr. ALLEN, 


rane 
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Mr. Surtiry. You said a while ago that your figures in this ty; 
of trade, in the transatlantic trade, that the gener: ally accepted figure 
65 percent occupancy all year-around ¢ 

Admir: il COCHRANE. The fivure which is elven. It is a cood figun 
maybe a little more or less, de spe nding on By circumstances. 
there is some particular event in Europe which might attract an w 
usually large —s of people, sometimes it rises a little. Und 
other circumstances Apes: | well drop. 

Mr. Suetiry. W ould you care to vive any estimate as to what pel 
centage of change the redetermined price might require ? 

Admiral Cocuraneg. I have some figures on that, but it is my reco 
lection that it pushes it up well over 70 percent, which was beyond 
range in my judgment of possible expectation. 

Mr. SHELLEY. May I ask the other members of the Board—M) 
Gatov, you are a man with some operating experience in the industry 
Have you any ideas along this line of que stions. 

Mr. GarTov. Yes: they are sub tantially the same. 

However, Mr. Chairman, I understand that Export has quite 
élaborate exhibit along those lines, at least they have indie: 
would have , 

But in addition to the change in the capital costs, which would 
obviously necessitate a projecti on on a greater occupancy percentage 
ve incre: ased which were not entirely antl 
ate of the projection, which would agai 

for at least the break-even point. 


other oper: iting costs hi: 
Pp ated from the origina 
change the occupancy needs 

Mr. Suetitey. Now, application of any figure on establishing 
break-even point In pass nger capa ity would not way be re 


flected in the a 


i 
. 
i a 
] 


police ition of t] cC Ope ‘ating subs! 


Mr. Garov. No: but when the initi: 
this Prisco, Kk xport, in conne 
he Tr: H le- Rout e ( mmittee of the Mat 


the economic forecast of the vessel | If. C Wi ven 


proj ection of t 


palit td on 
erally agi ed to be completely rea listie about _* ie forec: should be 
made for the hfe of the vessel on an e xpectancy of 6 » pe reent occu 
pancy the year-around, That was generally agreed, and it is generally 
the ac epted fioure. 

Mr. SHELLEY. While we are on this same po nt. I woul like to ask 
Mr. Williams—you have heard the questioning. Have you any light 
you would like to throw, or any comment you would like to make on 
this subject ? 

Mr. Winurams. I have not any further comments, other than have 
been made by the Admiral and Mr. Gatov. 

Mr. SHELLEY. Are you in agreement wit] } the comments they have 
made ? . 

Mr. Wu LIAMS. I agree with them entirely, based on exhibits whicl 
I examined, which were given to me some months ago by Mr. Slater 
He had worked up some ve ry detailed figures. , 

Mr. Suetiey. Mr. Ikard, did you have any questions ? 

Mr. LKARD. Mr. Allen developed the thines tT h: in mind. Mi 
Chairman, so I pass. 

Mr. SuHeirey. Fine. 

Mr. Weichel | ne questions at this point 





Mr. Weicne.. The question of the so-called purchase of bootleg 
oneyv entering 1nto this as to what might be the toreig Cost Was 
here any evidence presented to you oO that subject 

Admiral CocHrank. The only evicd e that un of which we 
elt we could take notice were statements w] ch or ve texpect Trom 
ficial sources that these various countries were relving on the official 
xchange rates. 

Mr. Weicnen. Yes. 

Admiral Cocurane. And I think that ive te 
xpect ul der the ¢ reumstances, 


Mr. Weicuet. And realistically, though, evervbody kn ere wa 


{ 


1e so-called purchase and sale ot bootleg WOhey ! ] LCL i lot 
I ditference n the real cost. I say evervbodyv kno that that 
iatter of general information, do they not? Is that not true? 


Admiral Cocurane. There was not any question about that. J 
Mr. Weicnen. All right. Now, how much investigat did yi 
ike on it, and did VO take that nto consideratiol ! low 7 
th reference to the foreien eostsé Oh th sSnew aeter On ¢ 
Admiral Cocurane. On this new determination we made no a 

nee for dey iluation. 

Mr. Weicuet. You made no allowance ¢ 
Admiral Cocurane. That is correct, sir, and the « Putatio were 
ide on the basis of the standard ex iige s ler. ra 

he 4.03 dollar. 


Mr. Weicnen.. With refere to the former ] wit ef 


\ hat for want ot a bet ! I) | | Deo i ‘ ‘ 

ew that was going o} when the or minal conti I mad a 
vhen the original subsidv was set by the former Boar | 

ew that asa matte! Oot Commo k owledar the 


ons at that time. 

Mr. Wetcuen. Of the former Board ¢ 

Admiral CocuHranr. Yes. si 

Mr. Weicuen. So then, as to whether they probably toe 


deration the realistic thing with reference te \ 
deratio to bootlee money, they probably did ¢ 
Admiral Cocurane. It my understanding, Mr. W 
is to go back and reconstruct what was i 
en at the time they were doing it—that with 1 etel 
l le; ot the late of t] Ss contract 


Mr. Weicuen. Of the first contract / 
Admiral Cocnrane. Of the first contract. A {s——that the 
mipany belie ved that the price which the shi cote 


} } 17 
as one they could accept and nmanaie, a tw enc t¢ 
A I 





beration 
Curtain, whi 


T 


Mr. Wericnen. ean no defin 
ilowanee for it, but they took 

hs —: 

Ad | CocuRANE. 
evidence of that. 
Mr. vides HEL. Anyhow, everybody 
Admiral Cocurane. Everybod knew 
Mr. Wricin . If vou are t talking ab 


, 1] 
hase Guliders for ibout i 


Orit 


over the counter, wo 

cis you | vet it that w L\ 

Admiral Cocnranr. As a matter of f 
sted in these transactions at the time— 

Mr. Wreicuen. I meant with reference to con 


/ 


said there was no con vineing evidence 
could buy guilders for a third, would that 
if you could get them in your hands ¢ 
Admiral Cocnrane. I do not know how 
L ca wMnot e cape factors I know 


| 

but myse If 
] 
i 


presenter for sideration. 
Mir. Wericien. "That is what I mea 
Now, with the former Board considering that sort of } 
ly whi h they ( fered to the prospective 


ung, and this Board in 


riving at the amount of subs 
buyer, they had in mind all of this sort 
making a new determination offered a subsidy much less because 
did not consider the actual 
foreign money. Is that rioht 

Admiral Coc HRANE. That 


Mr. Wericuen.. Now ther 


should hot consider 


RANE. No, rathe 
| | } | 
hould econside) tne: 





eal ilue hat 
Wreicenen. Did 
and 1OoV iti 


nrormat 
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Admiral Cocurane. That could well account for it, sir. 

Mr. Weitcnen. Yes. 

\dmiral Cocnrane. Numerically it could almost completely accor 
for it. 

Mr. Weicue.. In other words. vou both did net consider the 
thing. not exactly, so to speak ? , 

Admiral Cocnrane. I cannot testify what the Commission did, } 

I know what we did. 

Mr. Weicuer. I mean objectively from the testimony here, it wou 
seem you both did not consider the same things in arriving at yor 
decision. So necessarily they would arrive ata different one. 

Admiral Cocuranr. [ think, Mr. Weichel, there is not any questi« 
that that element of inflation that existed in Kurope at the time v 
one element of conviction on the part of the old Commission that t 
subsidy rate could reasonably be expected to be high. 

Mr. WerIcHeEL. That proved because that was actual and realistic 

Admiral CocHRANR. No question about that. 

Mr. Weicnuet. So it brings it all down to this: Like you said, you 
problem is what you can or cannot do with the ship. It comes dow1 
it seems, to a legal proposition as to what you are bound by with refe1 
ence to other sections in the law, having done something for which ther 
was no authority in the law, to make the new determination afte: 
hay ing one e made th itone. Isthat about what it is? 

\dmiral Cocnrane. I think that starts is very clearly, sir. 

Mr. Weicuen. And you have not requested in writing an opinion of 
the Attorney General of the United States with reference to the matte! 
having done what you had no authority to do, whether that binds othe: 
sections of the law. Isthat what it is? 

Admiral Cocurane. We have not done that, sir. 

Mr. Weicnen. That is all. 

Mr SHELLEY. Mr. Allen, you said you had one ortwo} ore que tlio 

Mr. Auurn. Yes. Mr. Chairman: following along that somewhat 
similar line of questioning. 

I should have said earlier, Admiral, while I have been directing my 
questions to von, | would have liked either Mr. Gatov or Mr. Williams 
if they have further answers or comments, to volunteer. 

I regret I did not do that before, but if they have any such furthe 
information on questions IT have already asked, or may hereafter, | 
wish they would volunteer the information. 

The question ] had following along the line Mr. Weichel has be« 
follow ine is this: In vour examination of the evidence which wa 
before the former Commis: ion, was there any ev iden¢ e in there at 
which would have sustained the findings that they made? 

Admiral Cocuraner. Yes. I think there was a good deal of evidence 
First. as has been brought out again this morning. we tackled t] 
thine de novo. a cold start, in an affort to see what in the light of thi 
available information the result would be. 

Mr. AuLen. Well, it would seem, then, that if some evidence im 
pressed them and other impressed you, both could have been convinced, 
is that not true. vet arrived at different results ? 

Admiral Cocrranr. I think that is always trne—that evidence does 
not lead to the same convictions on the part of different men. 








Mr. Atuen. Following alone a little further. the crit f 
ld Commussion’s finding then we l be that evider ] need 
iem did not convince someon who crit : d then f 

Admiral Cocurane. I think that is very s 
Mr. Garov. May I add a point there, Mr. Allen / 
Mr. ALLEN. Yes. 


Mr. GAT Nv. In review Ing some of the evid ce it wa betore the 
ormer Maritime (Commission. ve had i very aistinet wivantage of 
aving Indices which were publ hed ind not IVA ls eat the time that 

. i . 
ie Maritime Commission was deliberating t me y Wi 

id that very oreat advantage hecause we were lo« ov at e\ dence 
» to speak, 1 some areas with the hindsight iva iDiItv of (rover 


ent publication . with a time lno ot publi ition of 
ears, Which publications were not even in existence at the time that 
1 Commission was examining the Sale matel ial 

Mr. Atuten. Thank vou. That is all, Mr. Chairmai 

Mr. Ikarp. Mr. Chairman mev I ask a question ? 

Mr. Suetitey. Mr. Ikard. 

Mr. Ikarp. Admiral, I understood in your statement, in vour initial 
tatement. that you brought out the point you just mentioned, but the 
difference here was the difference of opinion on the evidence that has 
been considered by the old group and yourst lf. and I vat) ered from 

hat you just said in reply to Mr. Allen’s « 
een entirely possible for the present grou 


} 


uestion that it would have 

»to have rea hed substal 
tially the same conclusions as the former body did if they had had only 
the evidence that group had ¢ ; 

Admiral Cocnranr. I think that is very, very probably the 
Vir. Tkard. ( ine of the big items of co deration . he | ] r)} 
rv what was understood to be the contract price of t] Sahat tat 
essel built in Holland, to which we have referred 

Mr. IKArp. Yes. 

Admiral Cocnrane. It subsequently proved that ship cost the Dutel 
to build more than they h id ant} ‘ipated, ind it isa matter of f et that 
ur information is they have net vet finally agreed to what thi n1 
hould be. : : 

Mr. [ks rp (nd youn creat advantage was the verv nat 


i 


pointed out, of being able to look at it with hindsight rather t] 
ect it in the future ? 

Admiral Cocnraner. Hindsight: that is correct 

Ir. Ikarp. That is all 


mestions he would like to ask 
Mr. Drewry. I am a little un lear on one or t' ry ts. Ad i| 
The Hardy report In its recommendations sa qa: 


In the light f the findings and cor u I of tl eT f f res mended 
the ntracts « uted, or to be executed, with the 
‘ i? 1 Vy ‘ iewed mad possible actior ! 


expenditures of government funds 


Then. subs qnent to that. ! ontract No Mi ( OS. cinte | J 


rv 11,1951. article V provides that 
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! r before he cde Vel da ! } } XN ( 
} t +} buve hy } GC 1 ‘ ; 
rove! | I l ee Wp! the ( T ‘ 





with the provisions of the Merchant Ma 
» of the ¢ y { > const! 


As to the shipbuilding center, the Board 
one in the proceeding 


helal conipetenc ‘ nh. Ol 
becon © 


rill 


Mr. Drew 
quired \ law ( 
Admiral € 


that have bee 
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VEDETERMINATION OF VESSEL SALES PRICES OF S. 8, 
“INDEPENDENCE” AND S.S. “CONSTITUTION” 


THURSDAY, JUNE 12, 1952 


Hlouse oF REPRESENTATIVES, 
SPECIAL SUBCOMMITTEE No. 5 To Revirw 
REDETERMINATION OF VESSEL SALES PRICES 
oF S. S. “INDEPENDENCE” AND 
S.S. “ConsriruTION” OF THE COMMITTEE ON 


Mercuantr MARINE AND FISHERIES 
1] 

The cial subeommiuttee met, pursuant to adh f ~ a } ) 
.m.,. in room 219, Old House Oilice Building, Hon. John I. Shelley 
‘hairman of the subcommittee ) presiding. 

Present: Representatives Shelley presid (r}, M I} V; ‘ x 


Wer hi ‘ and Allen. 
Also present : John M. Drewry, general com se], 
Mir. SUELLEY. The special subconu ittee will come to « 
We will now proceed with the testimony of Mr. John S 
ent of the American Export Lines. Mr. Slate 


LJ 
} :?° 
air. 
Mr. S|] ter, i Vo Wish To proceed | 
{ ey ee ; 
ee Is ready to hear Vou. 


Mr. SLATER. ‘J ank \ ul. SIT. 
Mr. Sueviey. Proceed. 


STATEMENT OF JOHN E. SLATER, PRESIDENT, AMERICAN EXPORT 
LINES, INC. 


Mr. Suarer. Mr. Chairman and members of the com ee. | 
ite very much the opportunity to appear before t! ( ! tter 
ve you my views on the adequacy of existing legislatio elating to 


onstruction differential subsidies ana its parti ul i! appl cate tothe 


roblem now confronting us. ‘This 1s a matter of serious consequence 

to American export Lines. It is also a matter of \ tal interest to the 

ntire merchant marine of the United States and the Americat D 
! 


ulding indu try. Consequently, if is of the greatest porta e TO 
ie future welfare of the whole country. 


THE PRESENT PROBLEM 


The immediate cause of our present problem is a report of 1 i 
ral Maritime Board, dated February 20, 1952, prope oa or 
the construction-differential subsidy for our two large passengt 
el dependent und the Constitution, which wo ld inere etl 1) 
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which it signed in 1938 was the first of this character. It was t 
first company to attempt to break the “log jam” which existed aft 
the war and which preve nted the construction of passenger-carrying 
vessels, and to r piace the many vessels that were either lost or out 

oded during the war years. It is the only company to have ha 


constructed for it and to own a complete fleet of its own design. 
As | have previously indicated, at gray hr ta ating-di fferen 
tial subsidy contract was signed in 1938, American Export Line 
owned only four ships which were modern in character, these being 
the combination passenger and cargo vessels built in 1950-51. Unde 


the terms of this operating subsidy contract, the company obligated 
itself to enter into a cor struction program alling for the construction 
of 10 new and modern vessels during the first 5 year period of th 
eontract. In addition, upon its being’ awarded that eoment of the 
Pioneer Line operating to India and Burma, the company obligated 
itself to build first four, and later a tot il of eleht. modern vessels 
for the India service. 

There is attached to this statement appe ndix B, which shows the 
progress which the company ‘made to fulfill its agreement to con 
struct a new and modern fleet. 

That appendix B shows in detail from 1938 to 1951 the ships each 
year which were contracted for, delivered, older ships which were pur- 
chased, ships whi h were requis yma which yey ferent. which 
were lost by enemy action; and then shows at » bottom the ships 
owned at the end of the year. I do not think ew it calls for a partic- 
ular explanation as my statement will cover that point in some detail. 

The first contract was entered into on August 11, 1938, with the 
shipbuilding division of the Bethle! em Steel C o.. aiter it was found 
that that company was the lowest bidder on four cargo vessels of 


the company’s own design. Again in 1940 contracts were awarded 
to the Bath Iron Works as lowest bidder for the construction of 
four somewhat smaller ships, likewlse of company desis n. which 


were constructed for the purpose of servicing certain ports which 

for physical reasons could not be served by the larger ships. 
Those are the ships which go to the port of Seville that I have men- 

tioned, and they are ships of somewhat smaller tonnage and dimer 
©) s but of the same speed. 


: , . F i , 
Another contract was entered nto Wit Be hlehem 5 HOULIGING 


by used in the Ind a service, Durine the Wir Ve i % het the Wear 
SHippmn 


¢ Administration was responsible for and earried out all ship 
building programs, vessels of the Exporter type of company desien 


] ] 
| | 


were included in the program. Most of these were built in the Spar 
rows Point Yard of the Bethlehem Steel Co., Some were dely red to 
the company and later requ tioned, and others were requisit oned 
almost immediately after « leliv ery. 

As of the end of 1946, the company had purchased 20 new cargo 


} 
vessels of which 1 had been lost by ens my % and 2 had remained 
the hands of the Government, having been requis tioned following 
construction. 

U; der thr provisions of the Ship Sales Act of 1946, priority was 
obtained and five vessels were purchased, one of whi h Was recondi 
tioned as a cargo carrier and the other four converted to replace the 
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comvination passenger and cargo vessel l quls med at ( evil 
neg ofthe war. ‘These four combinat on vessels were actually placed 


In Service Il L948. Those ure the ones wh cn are ( ill the F, 
ives. the route of which is shown 1n the chart. 
i 


In 1947 ind 1948 two Victory type vessels Were q } dt id | to 
rye pos ble number ot Voy ives, In L949 fou I iILlO [ex Cl 
type ve | were purchased to proy dea dire tC sery e to | raei, W 

1] Cire Adi itic en route, Th - tne I l i Se ( 
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South and Central Europe for the movement of passengers. In tl 

10-year period just before World War II, the average carryings of 
passengers between the Mediterranean and the United States had 
{ xceeded SU UU per year. This traflic over the years has been hat les 
by the vessels of manv flags, from which the American flag has beet 
largely absent. ‘| hrough a series ot laws and the rigorous admini 

tration of these laws, many of the ships of other nations had bees 
driven from the passenger trade with Italy. and because the move 
ment to and from Italy was the most Imiportant, elimination of 

passenger ship from Its ports meant practically elimn ation trom thie 
Mediterranean area. When the Italians themselves built a group of 
large and modern vessels, they succeeded in capturing the major por 
fion of the passenger trade between this country ana the wester? 


Mediterranean, 


The management of this company had-studied this passenger bus 


ness over a long period of time. Initially because of the great succes 
of our combination passenger and cargo vessels operat Ing through thie 
Mediterranean to the Middle East, it was our idea to replace fou 
small ships of this type wit] 


ng the same fortnightly service on approximately the same route a 


1th re much larger i! d faster ones, aSSUI 


vas then being traveled by the smaller vessels. Discussions res 
ing sucha oe — wer were carried out between the late Admiral 
Vicke ry, then Vi ‘e ( IWrman of the Marit ihe Commis ion, a i] nn \ 
self, and we were wwaali encouraged in pursuing this project 

his belief that such vessels would be of the greatest: 1mportance 
to the national defense of this country. 

In 1941 I made an agreement with Mr. Arthur Homer. then head 
of the shipbuilding division of the Bethlehem Steel Co.. and now 
president of that company, under which the technical division of 
Bethlehem would proceed at Export’s expense with the drawing of 
plans for a passenger and cargo vessel of 20,000 to 25,000 tons with a 
speed of about 22 knots. Soon after this arrangement was made, how 
ever, the war began and the technical division was unable to proceed 
with the project and the interests of all of us were civerted to war 
prob ylems for a perl iod of several years. Serious work on this project 
was commenced in 1944, and at the same time, the firm of Henry 
Dreyfuss was employed at Export’s expense to work on the design 
of interiors with particular reference to ee passenger accommoda 
tions. This work precnenes through 1945 and in ¢ arly 1946 bids were 


eCaAuUSse 


dead on three of these ships. 

Before the work could proceed, however. ra numbe1 of problems 
arose that made It necessary for the management of the company to 
defer consideration of the pro ject until the problems had been satis 
factorily settled. The project was revived in 1947. By this time, 
however, inereases 11) at phi cdi ne costs had proceeded to the point 
where it was felt that the construction of ships of a particular type 
which involved substantial cargo capacity was not practicable and, 
therefore, work progressed on a new design of sh ps which would 
arry an additional number of passengers but only a limited amount 
of cargo. 

In the meantime, as I previously stated, the company had already 
decided to re place the four combination passenger al a eargo vessels 
with ships of similar capacity and speed. The project which was 
studied. therefore, in 1947 involved two ships with a capacity of 975 
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mission 45 percent. We were also advised that the Commission had 
approved and would pay for certain national defense features in 
corporated in the vessels, amounting to $1,676,500 per ship. 

Since the company was not obligated in any way to build these 
ships, it was then for the management of the company to decide 
whether it could afford to build them under this finding. Although 
the officers of the company were of the opinion that a construction 
differential subsidy of 50 percent was justified, the management came 
to the conclusion that it could operate the ships with reasonable finan 
cial safety at the price offered which was just under $12 million pet 
ship, subject to the addition of our portion of the escalated costs and 
the costs of owner plans, specifications, 1 spection, and so called 
owner's items consist ing largely of hotel equipment, 

I wish to state at this time unequivocally that a price exceeding 
the amount stated by a million dollars or more would have been re 
jected, and that the suggestion of a price even approaching the Mari- 
time Board’s newly redetermined price would have resulted in the 
prompt cancellation at that time, 1948, of the entire project by the 
company. 

Before putting the project before the board of directors of my 
company, I drew up carefully my understanding of the exact terms 
These were read to the Maritime Commission with a statement that 
the identical terms would be placed before our board of directors 
on the same day. After the terms had been approved by the Maritime 
Commission, with minor changes suggested by the Commission and 
approved by me, I flew to New York and at a special meeting of the 
board of directors of our company read the terms specified, and the 
board of directors approved the project on those precise rerms., | 
then advised the Maritime Commission of that fact. This was on the 
llth of August 1948. The Maritime Commission and (merican Kx 
port had thus entered into a binding agreement covering the construc 
tion of the two ships and the amount of construction-differential sub 
sidy to be paid. 

On the streneth of these acts, the Maritime Commission, with the 
approval of American Export Lines, awarded the construction con 
tract to Bethehem Steel (6. In November 1948, the Commiussio1 
made the necessary finding looking toa construct ion ditt rent al. ‘| I 
was then transmitted to Export for its approval, and Export signed 
hat document. 

The tripartite contract for the construction of the ships was signe 
by Bethlehem and export and the Mar time Board on the date of 


the keel laving. March 3, 1949. 


INTEREST OF THE COMPTROLLER GENERATI 


Approximately a vear after the construction contract had Deel 


awarded and after the construction of the vessels was well unde 
Way, the Comptro ler General of the United States addressed a Sp 12] 
report to the President of the Senate on certain construction subsidy 
i 7 J } * 
Tnde pe dence and Cons 


Aw the method used by the 


VA oe 


tution. The Comptroller Greneral criti 
old Commis sion in cle termining construction ith rel tial subsidies a} d 


agreements, including those relating to t! 
m 


made recommendations to Congress and to the Commission as to 


action to be taken. Subsequently. the Government Operations Sub 
| : | 
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omnilttee ot the (Committee on Expe clit ives mn the Exec utive De 
partments of the House of Represe! tatives conducted hearings o1 
lie operations of the Maritime Commission with particular reference 
this spec ial report of the Comptroller General The report of this 
1949. This 
port, too, contained criticisms of the methods of subsidy determina- 
Oo} used DY the Maritime Commission and recommended that 
ongeress cons der the need for « larify Ing legislation. 
It is clear that both the Comptroller General and the Ho se sul 
nimittee were concerned that the Maritime Commission | id no 


roperly apphed the Merchant May he Act ana. | Lhe respect ( 


nions, that there did not exist adequate evidence to Justify the 


1 


Hcommigtee Was submitted to the Hlouse Ol October ior 


ndings made by the Commissio1 Neither the Comptroller General] 
r the subcommittee espoused any particular vessel sales prices « 
\ particular construction differential rates as being proper There 
certall ly no indication tiat either favored a construction d flere) 
lrate w h. if anpnhed. w ld yeonardize the future operat = «of 
! . 1f apphed, would jeopardize the 1 ati i 


vy of the vessels concerned, 
Even n the audit report of the Comptroller General on the Federa 
Maritime Board for the fiscal vear ended June 30, 1951. transmitted 
to the Congres on May wide 1952. t ie Coniptroller General in diseuss 
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particular sales price. <All the Comptroller General said was that the 
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January 1948 replacing the old operating-differential contract. All of 
the negotiation s involved in the new contract hi id been comp eted and 
there was full agreement between the Commission and the company o1 
all points. Nevertheless, the new contract had not actually been ex 
ecuted at the time of the Comptroller (rel eral’s Initial report on con 
struction-differential ¢ ul ; iclies, and from that time until the end of 
1950 the Commission mt later the Board were unw1l Ing to put th 
new contract into effect. This meant that the old operating-subsidy 
contract still had binding force. In s pite of these facts. neither thi 
Commission nor the Board paid us any operating ditferential subsicdy 
for any postwar year under either contract. Consequently, as of 
December 31, 1950, there was owing to the con ipany on operating dif 
ferential subsidy alone ap proximately S16 million. Since 1950 had 
been a period of relative ly poor earnings, the failure of the Board 
pay this subsidy resulted in a serious reduction of cash which required 
the company to borrow $10 million from the banks. 

Moreover, du ing the ye ar 1950 a oreal deal had been doi ein the wily 
of promotional effort anticipating the operation of the ships in early 
1951. Much money had been spent in the promotion of the initial 
cruise of the are ship and full bookings for this cruise were already at 


hand Also, bookings for the regular voyages following the cruise 
were In process. It would have been a oreat blow to the prestige of 


the merchant marine as well as a shock to the traveling public to have 


had the cruise and subsequent sailings canceled because of the failure 
of the compan, y to take delivery of the ship on schedule. These were 
all matters of serious concern as of December 1950, in view of the fact 
that delivery of the first ship was due rare unuary 19 tm 

Conversations were therefore held with the Maritime Board in De 
cember 1950. These conversations developed, first. that the Board 
would not make any payments of operating differential subsidy unless 
some action was taken with respect to a redetermination of the price 
of the Ind: pe ndence and Constitution, and secondly that the Board 
was in no position at that time to suggest what such a redetermined 
price should be 

The Board insisted that asa condition to the resumption of opera- 
ting differential subsidy payments and to tak he delive ry of the Inde 
a ndence and Constitution we should agree to permit the Board 

‘view and redetermine the construction-differential subsidy of the two 

Lips. We were reluctant to do so because we were ¢ nvineed that our 
original agreement with the Commission in 1948 providing for con 
snes subsidies on these ships was valid and bindit , The vessels’ 
~ ales }) rice pro }) osed to us by the (rover) ment at that time had heen 
recepted “ts us in good faith and action had been taken by all parties 
In reliance ther on. We had accepted the Government’ proposal and 
would have rejected a higher price. 

Nevertheless. In view of the position of the Board and the other 
feetors which I have n entioned, 4 
Maritime Board and the company took place in January 1951.) Th 


1 { 1 
exchange OT i tters het ween The 


these letters we agreed to a redetermination of the construction dif 
i ! ic or the two ships and the Poard acreed to proceed 
promptly to make operating differential-subs dy payments under out 
operating differential-subsidy contracts. It was also agreed that if 


American Export accepted the redeter} 11) ed yesse “Y sales price The 
operating differential-subsidy contract of American Export would 
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be extended substantially in accordance with the ict Oll taken I \ the 
Maritime Commission as far back as August of 1948. 
Agreements dated January 11, 1951, were signed embodying the 
principles of redetermination set forth in this exchange of letters 
The cor pany therefore took delivery of the steamship Ind 
CNLCE on January OF 1951. made the payments na ordance with the 
contract, and took title to the vessel. Under si ir terms delive 


of the steamship Constitution was effected on June 6, 1951. The pay 


ment were b sed upon the vessel : sales price as acre cl upon W t| 

i Old Maritime Commission. They were subject to ad ment 
upon redetermination by the Federal Maritime Board, the pric 
different. In passing, I might mention that it is not til June v9, 
1951, or almost 6 months after our exchange of letters with the Mat 
time Board, that we received the first operating subsidv payme} 

ir operating subs ly contract. . 

Qur view as to the validity of our original agreement with 
the (om on in August 1948. is confirmed by le very re { 
ports that General Counsel for the Mar time Board and the Si 
f he Department of Commerce have each giv the op ) Chia 
he similar contract entered into between the Maritime C¢ 
and the United States Lines in April 1949, relating to the const: 
ion of the steamship United States, was valid and binding upon the 


1] quite properly eliminate al yr 
quirement that the United States Lines agree to a redetermination by 
the Maritime Board of the sales price of the steamship United Stat 
In view of the similarity between our situation in January 1951, and 
that of the United States Lines in June 1952, any opinion applicable to 
the construction differential subsidy for the steamsh p United S 
should be equally applicable to the original agreement covering the / 


Government. These opinions wi 


de pend and the (Constitution, It would certall ly be 1 orave } S 
irriage ot JUSTICE f we were faced with a redetern lit price Col 
puted « 1: completely fallacious basis just because wt were forced to 
ivree to a redeterl ition of tl price under the conditions and 
MIistanees existing at the time the first of our ships v to 
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mei. If the redetermined price indicated in the Maritime Board’ 
report of February 20, 1952, is the redetci ed price under our agre 
ments we would have ho hoice, if forced to make it decision On thi 
basis, but to reject thie price and return the ships to the Government 
However, we do not belie, that the Maritime Board has made a fa 
and reasonable estimate of the fore'gn construct costs of the 
Ves e] required by the act. Co seque { V, e do hot hel eve W 
should be ( illed | pon ton ale Olu? electiol if this me nor unt | Suk 
a fair and reasonable estimate has been mack 
PRICE REDETERMINATION BY THE MARITIME BOARD 
Frankly, | bel eve t | e Board Oe | rned aly it thr Criticisl 
of the former Commission by the Compt oller Get il | the Ho 
subcommittee that instead of afftempting f i! ve ata fair and re 
sonable estimate of foreign Cont ind one it Ould rl out t! 
obvious purposes of the Merchant Marine Act, the Boar leaned ove 
backward in a way that would produce a higher price 
I do not want to take up the committe time by pr ng out tl 
various errors contained in the Board’s 1 port I have ead) madi 
eated that the Board members themselves do not appeal itisfied with 
the result and undoubted!y would welcome a basis for arriving at a 
different estimate ¢ f foreign COST ¢ ither by being supplied with further 
e\ idence or being shown ado more appro} } ite app! eation of] the Mer 
chant Marine Act to the evidence now available. 
| would like to point out Crile of the ceneral area er I believs 
ihe Board has Mone astrav an | \ here prop ipp! L1ioOl of the act 
would produce entirely different results . 
In the first place, the Board has apparently assumed that the burdet 
of proving the proper subsidy is on American Export. The Board’ 
taff has produced data relati g to United States and for On Costs 
which the staff considers pertu nt tothe constructiol fferential ub 
ly. However, the Board itself 1 offer oncedk { Lt t] = evidence 
- totally Inadequate. it appears to have ee il } \ tie Bont | 
solely because there was no better evidene bh] The Board ap 
parent tel] us: Since vou did not Pp! | r ences howine’ w if 
the foreion cost we will have to use ft] iff if es although y 
certaint don’t stand very well behind t he 
The Board declined to exercise its own it depen jide@ment but 
nstead relied si lely on the mathematical cor iputatiol made by its 
staff. This is exactly the same thine for which the former Maritime 
Commission Wiis criticized in its determination of ce ruction subsi 


dies, It is human nature to regvarad As infallil le wy computation 
which contains detailed caleulations and firures down to ft] last dol 
lar. It is the Marit me Board’s duty, how ‘ver. to arrive at a fair and 


reasonable estimate based upon all applhea 


should not jonore all other considerat ns ext 


estimate merely because we did not on our part 
mate, on the same basis as the staff, which ] 
sult. No matter what detailed 
Board it must, in the last analysis, exercise 
ment as to what the proper differential 
foreign costs. 
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roduced a different 
computat ions 


ble considerations. It 
ept the detailed staff 
produce i detailed esti 
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Under the act the burden of determining the fair and reasonable 


estimate of forelon costs is on the Maritime Board. Phe act does not 
even contain any specific provision authorizing an applicant for a 
construction subsidy or anyone else to present any ev idence on foreign 

sts. Under section 211 -(« .on the other hand. the Board- 


s authorized and directed to invest 


igite let in hk ! 
’ { I't tive cost Of Cons ition ¢ . 

United States and in foreign countries 
Under this provision the Maritime Board is obligated to have inf 
mablor ivallable as to the relative cost of shy ) ruct f 
ty} ted ssfates al | fore mi, countries Lhe Board ca i | 
iere hould be no construction differential subsidy { 

ot fulfilled ts owl obligat onto vet the ey dence on t} ~ ect 

the duty of the Board to vet this evidence and to! Ke au ft I a 


asonable estimate based thereon Apph ints for econstm 
ly should not be made to suffer because the Board has failed to do 
Yet. thus sexactly the position the Board has take) 

\ particular striking example of the application of this principle 
relates to the so-called owners’ items which are principally hotel 
equipment furnished by the operator nstead of the builder. 

Che Board properly held that these tems, amounting to over S1 mil 
lion should be included in determ hing the COnSTrUCTLO tferey | 
subsidy. However. in its actual con Pp tations the Board included no 
subsidy for these items, apparently on. the eround ft it no spe hic 


evidence ad Heel) produced by \) iwTicAal oxy It I | eir Tor (7) 


Ost 
\ second point where thr Board | is vyoune a i\ - tf rive 
hy noitt is used in detern ! no the relationship et POT ¢ | 
States and foreign construction costs. The Board’s staff 
‘ae ‘ eer tr ye 
tempted to obtain a foreign price for each individual compone 
hips and add them together to come up with the total cost for the Des 


on. It has obtained what purport to be foreien « of va ou 

‘ms. such a steel, p] mbing fixtures, turbines. rr 
from shipbuiiders, vendors, and miscellaneous sou 

uy The costs thus obtained have often been 1949 « osts 
vhich the staff ha then attempted to apply back t ete ome gel 
ral ero ip ndex of wholesale prices containing rhie ( {) 
ponents besides the item in quest on. I) ome t t ell cle 
ved the 1948 United States price for a partic lar item bv the 
plication of some general index to a price obtained for a later period, 
In many nstances the prices ol ta ned were on ad flere { ten from 
those on ow vessels. The ratio of the Dutch cost to the United States 
cost of particular groups of items included in the Bethlehem bid on 


our two ships was then computed | 


| Dutch prices derived in this manner. 
\{ ti? es the staff computed the pric oft fi shed produ ts hy est 


Vv ecomnpnarine the I'nited States 


natil o the cost of material, labor, over! land pre fit components of 
he finished product. both in the United States and Holland, then at 
empt rto de thre U ted State ind Dh }>! ( of the om- 
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After both the United States and the Dutch price of a single item. 
such as a window, were obtained in this fashion, it was frequently as 
sumed by the staff that the ratio of the two prices would apply to all 
other windows on the ship W het her of the same or an entirely different 
type. 


Obviously, t] 


he prices which the Board’s staff has determ ned in this 
manner are not reliable. In the first place, there is every reason to be 
live that the foreign prices given to the representative of the Maritime 
Board would be on the high side. They were often only catalog 
pri es. Besides it would be ob Ous that the Board would hot be 1h) 


terested in purchasing material in a foreign country and that the sol 


purpose of obt uning this information would be to obtain financial aid 
for American shippers and shipyards who would be competing with 
the ships irds and vendo! s from whom the n format on Was obt Lined 
or with their Customers, a here would be no neentive to furnish a 
“fiighting bid” price and every incentive to furnish a price on the hig! 
Sitci¢ 


1) addition. the use of indices, the sampling method wna the various 
method of constructing the cost of finished tems coul 
produce a reliable price as of 1945 even if the scanty foreign informa 


d not possibly 


tion obtained was « orrect. 

I am sure that (Congress never intended the Maritime Board to at 
tempt any su ly complicated and useless task as this. The act requires 
only that the Board determine the fair and reasonable estimate of 

ot the proposed vesse] if it were constructed In a fore ae ship 
build 


Cost 


@” center. Congress was interested 1 he difference between 
the cost toa pure haser of an entire vessel in the United States and the 
cost to a purchase of an entire vessel in a fore a ountry. It was 
not interested in the cost of the various component parts nor is there 
any requirement that the Board’s estimate of cost should be made on 
that basis. 

Careful analysis would indicate that this method could not result 
na reasonable estimate of cost to the pure haser. On the Ameriear 
side the Board uses the actual shipyard bid not the | nest oO} the 


] 


average bid. but the iccepted bid. the lowest. On the Dut 


1 


1) side. how 


ever, the cost used is a svnthetic cost based on the method lust out 
lined, This nota fair way to compare costs to the or ner, 
One of the principal purposes of the construction differential provi 
ons of the act is to enable American operatol to acquire ships I 
the Un ted sstautes ata price if which thev co tld be pure hased if col 
tructed abroad and thus encourage the construction of vessels in the 


vards in this country. We know that the price of a ship abroad would 
ly determine dl in the same manner as the Bethe hye m price Was 


determined, not by the method emploved by the Board’s staf? which 


can only arrive at a high figure wholly unrelated to the price of the ship 
which actually would be obtained. Dy the use of the staff's method of 
COMIpPALTING the (me can | al price and a vnthet “y Duteh p! ce the 
prune pe of th completely frustrated 

Phe only fair and logical method is to compa ke thing Ifa 
tual bids from shipyards in the United Stat e to be used these 
} ld properly be compared with actual bids fron pvards abroad 
( compa? { hid Il | ent the 

‘ {] { en ¢ md f f ( 

















report to various comparative 


entials which would be derived from their use but declines to appl 
l I’ iit mn detvermMining the construction ad tfere i our ‘ 
1 be eve I ¢ Board should mave ClVvel muel owrea ! ( ( 
Yl ‘ ott at flerence between actual Ameri i! 1 a 
tn ( W ere both Americal ind Toreign \ t ( I ‘ 
et contracts. than to the svnthetic staff est f fore 
\ i hot by to all the other weaknes ere 
1 \ yuile till hol repre ent i hig 0 
X10 obta .contract for two large shy 
\ i eAXal role oft the failure of the Boat { 
( opel \ - | CoO} | s10n that cet cr ‘ ( ‘ 
the n foreign curency should be converte o I ted Stat 
Litt il e oth il rate ol ex ner ! \ o { 4s ey 
e Tree Ke rate | = Ct elusio} rem er | ( | ( 
wendation of the sp il con ttee of qdepena eX] { rye ‘ 
by the Board that the foreign ce t! tol ost est { i ‘ 
based o the average Tree rate througiv t tive eriod | ( 
his rr S101 s also reached l fe of tire 1¢ 0 ob 1irye 
by the Board from leading bankers i othe it Aim ' f 
dollar wert ble to obtan qaiscounts Tre thy 
on foreign 1 eti Despit format ; , : 
Urya tye es e Board ret mint , f 
fer bet ween the official d the free rate of ex 
{ rol ( ce ( \\ 
hou pvara 
an it bo ! ( uy \) 
bun In t 
ri { ahi , 
. ) ‘ { f { 
( | x ing put ( Bx ra ( ead to ‘ 
Ve } ‘ ~ 
i > ! i ey if ( | ( 
12 peSe 5 —— | 
elon government that \ ‘ 
. France, Holland, and Italy all wet 
( oO to ob haa 7 mit? t 
of th e of the / inal ¢ 
| ( it tf S Tite is e\ ( e Kno Se e Tor 
very ken pean ¢ rrencyv. \t tive rree-n ir} l ‘ as 
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‘late to exactly the same tvpe Of ship as that ic li a - \ 
ing determined, then would a comparison of the actua ep 
Cal bid with foreign costs compt ted by the mrentist " i 
‘tie method used by the Board’s staff. The Board refer 

American and foreign bids and the ait 
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cost this must be the cost to an American purchaser. The act merely 
requires the Board to determine the cost if the vessel were constructe 
In a foreign shipbuilding center, If the ship were constructed in the 
Netherlands for a Netherlands shipping company, the cost to that com 
pany would be measured only in Dutch guilders. . The real cost to 
the Dutch shipping company would certainly not be represented by 
the August LD+4S, official rate of exchange between cuilders and dollars. 
The real value of the ouilders is re presented Iy the free rate of ex 
change. Consequently, if we look only at the cost in Holland, the true 
comparison of eost should be based on the free rate of exchange. 

The completely unfair nature of the Board’s position on this point 
is shown by its refusal ‘ut the saline time to make any allowance for 
the devaluation in foreign currency that actually occurred during 
the course of the construction of the Inde pre ndenc and Constitution 
In September 1949 most foreign currencies, including the Dutch 
euilder, were devalued by about 50 percel t. At that time only Zi, 
percent of the purchase price of the two vessels had been paid to 
Bethlehem. If a contract had been made with a Netherlands ship 
vard in euilders at the same time and on the same terms and conditions 
as the contract with Bethlehem, only 121% percent of the purchase 
price would have been paid as of the time of devaluation. The re 
maining 8714 percent of the purchase price could have been paid in 
devalued Dutch cullders which, even ai the official rate of exchange, 
would have vielded a discount of 30 percent on 8714 percent of the 
purchase price, or over 2o percent of the total purchase price. 

Devaluation, of course, resulted from the disparity between the 
official rates of exchange and the free rates of exchange and the need 
of the foreign countries for dollars. It is. in itself, justifi ‘ation for 
the use of the free rate of exchange by the Board. However, if the 
board is unwilling to use the free rate of eX hange in its computa 
tions it should at least use the official rate of exchange after devalua 
tion for the portion of the purchase price payable thereafier. The 
Board has done neither of these things. 

In his testimony before this subcommittee, \dmiral Cochrane stated 
that the Board determined they could properly make adjustments In 
the foreion construction costs of our ships to take into account the 
benefits of devaluation which a prudent businessman would have mace 
as of 1948. 

He told you, however, that no such adjustment was in fact made in 
our case because of our testimony before the Board that we would 
have made a foreign contract only in dollars. 

We did testify we would make a contract in dollars. 1 believe tha 
would have been one way to nevotl late a foreign contract. However. 
dollar contract would have been made solely for the purpose of ob 
taining substantial concessions in the price of the ships. If we had 
not bee n able to obtain such con ‘eSSIONS, we obviously would not have 
made a dollar contract. We would have been foolish to do so with 
the rumors of imminent devaluation in European currencies which 
were prevalent at the time. 

|! SeeCTN to mig t! at th >» econelusion is INeSC pable, fl ans that if we 


made a dollar contract it would be because we co ild 
price because we were dealing in dollars: and, second. if we could not 


eet a dollar contract, we would have dealt in guilders, and would 


ret CONnCeSSIONS 1N 
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have benefited by devaluation, which is exactly what was done by 
other people going to Holland and buying ships at that time. 

In other words. we could not in either case, on the basis of what I 
have described, but the Board assumed that we would have lost in 
either case. 

In other words, because we made the statement that we would have 
made a contract in dollars, the Board’s decision indicated that we 
would have to make the price in dollars, regardless of what the price 
eventually turned out to be. This would not have 
of a prudent businessman, it would have been the action of a fool. 


ECONOMIC CONSEQUENCES OF BOARD'S REPORT 


Prior LO the authorization by the board ot directors of Am rican 


Export Lines for the company management to proceed with discus 
sions with the Maritime Commission on the possible construction oO 
two liners, careful studies were made of the possible financial results 
ot the operation of such ships if built. These estimates were based 
upon facts known at the time which included the loss during the war 
of the Italian ships with the exception of the Vudceania, Saturnia, and 
Contee Biancamano and also took into account the probably Impact 
of air transportation, a completely new factor in this area since the 
war. Assuming that there would be an operating subsidy comparable 
to that civen before the war, the results indicated that with a 65 per 
cent utilization of the passenger space there was a chance of a proht 


1 


amounting to perhaps S59 000 per voyage, aiter all charges except 
taxes, 

In transatlantic transportation, either by sea or air, a 65 percent 
itilization of eapacity is generally considered to be about as ¢ 
utilization as can be ¢ xpected in anything but a h a] ly abne Li we 
riod. A higher utilization cannot be obtained in normal times bi 
cause of the seasonal nature of the traffic and the fact that u iSO! 
reve vears, when traf is heavy l! one direction, it ] req ULy 


( 
light ! the other direction. 

In the 3 years which intervened between the date of these studies 
ind the actual operation of the vessels many changes took place. The 
fares are somewhat higher than the estimate but expenses have risen 
if a much more rapid rate. As compared with the estin ated wages 
per voyage of $115,000, made in 1948, present wages are $225,000 per 
voyage, or just double. As compared with estimated subsistence 


costs of $46,000, at resent subsistence costs amount to St pel 
vovage, Without even considering the Increased Costs W ( would 
result from the redetermined price, the total decreas ! nceome ¢ 
an annual basis over that originally estimated is almost S2.000.000 

If we were required a 1] av the high her ld be ar 

i we were requires as wel to pay ti niener pi ( ere oOuid de a 
additional reduction of net income of another $s 

| } } 
ing from higher depreciation, interest and sn 
i total net decrease in income of over $2,750 } 
| p i ora protit at a Gd percent utpimZatie O1 eng 
we estimated in 1948, we now find that at this u thi [ ] engel 
Capac {\ the company would suffer a lose of m rt ] Le Del 
. {4 . et } — 
yeu! \ ij er operating SuDSIaCY. 
OF loss contronting the company under thre ilt } oO} 


With whe 


] 4 ¢ ‘ 
re termined price, 1 would bave 0 chnolce | ) ey} | 
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in the event this redetermined price is ma ntained. It must be recalled 
that the company Was not obligated to construct these sh ps al 1 the 
board of directors would be 


open to the most severe censure by its 


stockholders if it deliberately accepted a redetermined price unde 
which nothing but losses were likely to o r from t! operation of 
the sh ps over The period of their entire life. 

Under the terms of the redetermined price the ve will pay 
their way only when the percentage of occupan ipproximatel) 
7 percent and even under the most favorable practica conditions the 
profit would be less than 5 percent upon the origina vestment of 
the compat v in the vessel : While nthe earher veal ( brick COl 
ditions of excellent traflic the 75 percent utilization po le, expe 
rience has shown that such a high percentage do ply over the 
90-year life of a vessel. That combination « f marginal operat On, 
Hhictuatine tratlic conditions and the effect of the redetermined price 

more than t company or any ound Opel ‘ CoM y can 
afford 
CONSEQUENCES O TITE GOVERNMENT AND PURLI } HE REJECTION OF 

rHE PRICI ND THE RETURN Of} Hikk SH “ 

If the company 1 ler the terms of its contract rejects the rede 


termined }1 ce al a turns the ships bac lx to the (rovernment. th » CON 
sequences ire likewise most serious to the (rovernment at «| to the 


traveling public. The Cost To Thre (;overnment } anv event 1s ap 


Prox mately 825,000,000 per vess 1 none of wl ! Olive ba k through 
the payment oT note I less the Gaoverm { { ful selling 
the ships at the redetermined price to another carrie 

Passenger vessels are designed for ditferent trade 1 t to a far 
ereater extent than cargo carrie! Phis » heea of 1 ( sac 
tol i fhe ting the qd fT rent p ( rer 7 \) yr f ’ the 

won chano ~ ? Oo} l | é pact iT ) i] . 
renel | nterest oF thr \) ( ean pub oO | } ‘ 

| tt bi ] ] 1? ( ] / ; re 
hect ! ? ? thy \T, tite) men 1? role ,7 ( ‘ { ‘ } ot 
t} ( | i] 1? i { COMING TO sé \ ( } t ho t tli 
mst ra k Phi 1] yo! it not t ( Ni \t t ere 
traditionally t Hl} cure large) mMnd whe t new f part 
larly the United States. are both large } faster In the South 
American service the demands are generally for ps wit! smaller 
passenger capacity While enger rate hieher veen New 
Y ork mad th Med frerranean ports, vel ral] Thy yyany y? fT fh to 
the foriaee ia very muck Jess and has an entirely different. c: “oe 

On the Pacifie Ocean, based upon the ships which have been built 
for this trade, the needs are greatly different There t demand is 
for fewer first class seco} modation } i tor reased 1 ra lass 
accommodations. In addition to this the escels yw | ive been 
successful in this trade, such as the P: 17 ad President 
( ( / have } id laree fy o}t apaciry ‘e. ( ! enn | / li 

/, ma | i] } a) Of ’ ( Her 1 eC fo) he 
rast turn-arowne ri nf enay ty if 97? 
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This is a very significant observation for the Comptroller Genera] 
tomake. It is ominous that ina year of shipping activity such as t] 
one under review no use whatsoever had been made of the constructior 
provisions of the Merchant Marine Act. There is no doubt in m) 
mind that this serious retrogression in the development of our me) 
chant marine can be attributed in large part to the jeopardy into whic 
the whole po hic ‘\ ot the Gove rnment has been place las a result of th 
char 10S surrounding the contracts for the es pendence and the ¢ f 
tution as well : as the steamship ‘nited Sti 

In} ts de] | ibe rations on this broader ey ion I would urge the 
mittee to take the necessary age, to eliminate the possibility of 
perpetuation of this situation in the future. 


ADDITIONAL EVIDENCE AVAILABLI 


In view of the unsatisfactory nature of the Board’s report, the ob 
vious dissatisfaction of the Board members with the result and the 
unsatisfactory nature of the evidence on which the Board’s conclusion 
were based we have been attempting since the issuance of the re port 
to see if it were not possib le ourselves to obtain some more satisfac tory 
evidence. 

The best method of obtaining a comparison of United States and 
foreign Costs would be to obtain bids from foreign shipyards on the 
actual vessels involved, although, as I have earlier indicated, this is 
certainly not required by the act. The Maritime Board itself agrees 
that this would be the best method. However, it concluded that it 
did not believe a foreign yard would undertake this job, and that, in 
any event, the accuracy of the figures would be doubtful because the 


foreign shipyard would know that the vessel would not be built by it 
and that the sole purpose of the bid would be 


for the establishment of financial aid to an operator who might be in trading 
competition with the foreign yard’s actual customers, with advantage also to a 
eompeting American shipyard, 

In other words, the Board apparently felt that any bid from a foreign 
yard would tend to be on the high side. 

However. we have done what the Board thought was impossib le. 
We have requested a reputable and highly responsib le Dutch 4 b yard to 
furnish us an estimate of what the Zndependence woul ; have cost in 
its yard in 1948 and they have complied with our ac . The result 
is a foreign cost substantially less than the redetermi a price com- 
puted by the Board’s staff, even using the same official rate of exchange 
used by the Board. This is an estimate which the Dutch shipyard has 
every reason to plac e on the high side as indicated by the B sard’s owl 
report. It is not a “fighting bid.” There is certainly no reason to 
believe that if bids had been obtained from several Dutch yards, 
would have been the case if a ship were actually to be constructed in 
the Netherlands, the yard which we have used would have been the 
lowest bidder. Nevertheless, this estimate is several million dollars 
below the foreign cost estimate of the Board’s staf. 

This estimate was made not only as a result of a detailed study of 
the plans and specifications of the two ships but after a careful inspec 
tion of the ships themselves by those making the estimate. I believe 
it isa result of the most comple te study ever available to the Maritime 
Board and must be « onsidered as a matter of law before there can be 
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my determination as to the fair al cl reasonable estimat of cost Ol 
10 construction of the vessels i. forelg! building centel 
required by the act. 
We believe this estimate establishes conclusively the nreliabil Ch 


i the svnthetie method of fore in cost determination sed bv the 
Boal \° staff. Wie rcon pared \\ tha rent ¢ Lil Té } ie bya torels 
upvard tself, even when this is not on a fighting bid ba . the result 
produced by the statf met he 1) completely o to] he 
lf why furthe I proot that t| IS method Is intrust ort \ Were re 
rulred, that also ivallable. The Board’s statf has made a redete! 
nation of the construction differential subsidy ippli ible to 
Four «A our combination passenger and cargo vessels. ‘These we 
reconstructed under the construction differential subsidy provisions of 
the Merchant Marine Act under contracts entered into with the May 
time Commission in 1947. The contracts for the reconstruction of 
ese vessels provided for a construction-differential subsidy of ay 


prox mately 5+ percent pursuant to the determination of thi old 
Maritime Commission. By the use of the same synthetic method of 
staff of the Maritime Board has est 
mated that the proper construction differential subsidy of these four 
ships should be less than 14 percent, 

We requested the same Dutch shipvard to give us an estimate of 


forelen cost determination t 


the 1917 cost of reconstructing these foun ships in the Netherlands in 
accordance with the plans and specifications. 

The actual Dutch estimate is several million dollars below the est 
mate made by the Board’s staff, again without making any allowance 
for the ditk rence in the official and free rates of exchange. 
of this I do not see how any further reliance can be placed on a 
estimates of Toreign cost produced by the staff's sVl thet ec method 


At the same time we have been making furtl er inquiries On the LO! 
eion exchange issue. From the very fact that there were no larg 
passenger ships built for American operators in the Netherlai 
ng 1948, it obviously impossible to obtain proof of the typ 
the Board appears to demand, | believe the evidence ay 
Board idequate to permit if to make an appropt ite Hows f 

ie « fference between the free and the oflicial rate of ex a 
ve will also be able to provide some additional evidence along these 
nes 

It is our belief that even on the basis of the existing record t 
\] ivitime BY ara could ana should have fo ma | il ti 

ferential subsidy provided in our original cont: ble 
and proper. ertal ly on the basis of the new Victe ( 

i\ iilal le ar d by proper ¢ pphi atlo of the Mer han i Urine \ 

the light of the asic purposes for which it was adopted, the Marit ( 

Board hould now make such a determination. \ I as thie feam 
~ [nd ~P nd é and the steams! P ( ¢ AL ! } ! . we 

believe that no remedial leg slation ictually eecded All that 
ecessary is for the Maritime Board to make a ! i rease bl 
timate of the foreign construction cost based on the evidence and thi 


proper application of the existing statute. 


The difficulties which we have encountered here, however, empha 
ize the fact that the Merchant Marine Act requires study and revi- 
ion insofar as the construction and operating a (Terentia ubsidy 


determuinat 0) provisiol > are concerned. T} n ! Ww! now ex 
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ists Insofar as we are concerned can be solved but this will not pre 
Vent the happening of nany more situations lke this under the ex 
isting act. We urge that this subeommittee and the Merchant Ma 
rine and Fisheries Committee address themselves to this long-range 
problem as well as to the immediate problem CO!) fro? tinge Amer ill 
Ixport Lines. 

Phe Board has already oranted us an extension of t mie unt | June 


within which to make our election under the agreements of January ae 


LQ]. Wn orde? to ennble us TO Investigate the poss bilit ' of obta hinge 


new evidence lol presentat on to the Board. Ve Veest that on thr 
basis ot the evidence which we have obta ned from the Netherland 
t would be appropriate for the Board to reopen the re ord » tha 
tiie Board mrbeay have il Opportun fy to onsider this evidence and 
Uh other new evidence which isavallable at that Liniie th reopel 
ne might also involve a further postponement of the date on ol before 
hich our election nitist be made under the agree) ents of Jar uary 1] 
L951. until after such reopened hearing has been concluded . 


We belie ve that as a result of such a reopened hearing the B yard 
will conelude that the vessels’ sales price estab] shed by the original 
avreements bet ween the Mar itime ommiiss on and Amertieat Export 


was fair and reasonable. In that event we will not be forced to return 


the steamship Indi pre dence and the steamship ('onstitution to the 
Grovernment. but can continue them on our Mediterranean trade route 
and thus fulfill one of the primary purposes for which the Merchant 
Marine Act was originally enacted by Congress. 

Mr. Suetiey. Thank you very much, Mr. Slater. We will take 


| short recess, 


> 17) 1°) } , 
Before we recess | Wotld like to lhsert nthe reeord at this pornt 
l letter addressed to me hy Mr. Kelwat | Po lIearr. <ecretaryv-treasurer 


of the Brotherhood of Marine Officers. and a statement on behalf of 


the organization he represents, which omposed of me of the 
censed persol nel emploved by this COMP ATL Ind operating i] der 
collective bargaining agreement with this organizati 
Phere WV ll also be ne] ided at this pomt na state ( 1 bimitted hy 
\Ir llovt Haddock 1) behalt oT t ie CIO Mian [ ( I yn). who, | 
underst ma, represents the lil licen ec pel ! | el ollective bay 
Pill Yy contract wit! this company. 
] have advised these and other labor representat that they re 
directly involved from the emplovment angele. at I appreciate 
Theil hnterest but tl if they ould erve e Dp >< ( 
ge the tn of a formal presentation 
Phev have been very co perative and iwreed to Pryit thy 
ents for inclusion in the reeord 
| e letter thie 1hi¢ { ir’ ic lo 
q“F¢>) * ( 
i} /) f 
Ho J S 
i] ‘ ] { j ° dD. ¢ 
I) ( \ Ss KY I ‘ | / 
. g f requ il ONII ite fh) 
] Phu thie { of the | eng | 
chant marine means jobs for 1.000 American se ©? r} employment  « 
men is extremely crucial at this time when approximately 20,000 seamer y 
employment due to the deactivation of Government- ned shij ricle (Jenel 


Agency Agreeme! 
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without saying that you can’t train men to handle big, fast ships in small 10-k1 
freighters. If these men now lose their jobs, there is no other similar suital 
employment available for them, and because of their specialized training, th: 
will not fit into shore jobs. It follows not only that the men need the shiy 
but also that the ships need the men, and the security of our country dema 
that both the men and the ships be kept available at all times 

We do not have the means or the resources to learn the inside story of tl 
slash, if there is an inside story, but to our humble minds a slash from 45 to 
percent is incomprehensible. Differences in opinion, errors in calculation, var 
ances of judgment in estimating—any or all of these—could account for m 
revision, one way or the other, in the subsidy percentage. But what can accou 
for anything so drastic as this slash? If the original figure were so far out 
line, it is conceivable that the present revision could have been upward to ¢ 
percent instead of downward to 27 percent. If that had happened, the count 
would be outraged, and demands would be made upon the Congress that son 
thing be done about it. The demand here, while not so vociferous perhaps, whi 
not backed with great force of numbers, must be deemed in justice to be just 


unyielding. Something must be done, and only the Congress can do it 
One of the provisions of the Merchant Marine Act of 1936 requires the Cor 


mission to collect data and keep records of, among other things, 
relative cost of construction of comparable vessels in the United States and 
foreign countries.” 

We assume that when the construction of these ships was authorized, th 
(Commission had such records and that they were used in determining ti 
original subsidy of 45 percent. We are unable to understand how the successor 
to the old Commission can now recompute the subsidy to 27 percent unless all tl 
old records of the Commission were useless, and if that is so, why doesn’t son 
one come forward and say so—and prove it? Certainly either someone was wa 
off the track in 1948, or someone is far wrong now We do not pretend to know 
which of the figures is more nearly accurate, but in this respect we are not alone 
for apparently no one else knows either. From what we have read in the report 
of the Federal Maritime Board and the criticisms of the Comptroller Genera 
we can only conclude that a lot of second guessing has taken place, and whil 
second guesses are rarely wrong, this could be one of the times 

In view of the fact that the ships have been built and are now in service, j \ 
would seem to any reasonable mind that the original figure should stand unle- 
the proponents of the slash can demonstrate that it is clearly wrong So far 
no one has done that. Even the Chairman of the Board admitted in { 
ment concurring in the slash that the information upon which the slash wa 


t 
> . 
> Dis sStite 


based was meager 
ne of the main bones of contention in this controversy, as we see it, ha 


been the refusal of the Board to give any consideration to the effect of difference 


in currency exchange on the construction costs of the ships. The simple fac 

has been ignored that an American shipowner coing into a foreign country wit ' 
cash in hand prepared to pay for the construction of a ship would have beer 

able to buy with that cash much more of the local currency than that availal ' 
under official exchange rates In the ordinary course of out obs. e have oc 
casion to visit most of the foreign countries in the world, and we know f1 

first-hand knowledge what the American dollar means in every one of ther 

Everywhere there is an official and an unofficial exchange rate. The unoftik 


rate does not necessarily mean a black-market rate, for the dollar can be ¢ 
changed in banks and even in official Government media premium rates ove 
the official exchange rates. Here is something that could be determined by tl 
simplest inquiry. Is it because the guessing game would be eliminated that t] 


has not been done? Why such a realistic factor us this should not be taken ji 


it 
consideration in determining comparable construction costs bevond out oO 
prehension—the more so when the information actually relied upon is meage? 
We fully appreciate that there are many complex questions in this controversy 
The actual cost of construction of the ships is a known factor. for that is 
matter of simple arithmetic On the other hand, the theoretical eost of th 
construction of the ships in a foreign shipyard is an intangible factor. But it 
‘ear that the Congress in enacting the Merchant Marine Act of 19836 had ir 
mind that the Commission might not always be able to deal with every situation 
on a precise mathematical basis The act authorizes the Commission to d 
termine the ocean services, routes, and lanes from ports of the United States t 
foreign ports “essential for the promotion, development. expansion, and main 


tenance of the foreign commerce of the United States,” and directs that in mak 
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ng this determination, the Commission consider * * * facts and conditions 


hat a prudent businessman would consider when dealing with his own business 
vith the added consideration, however, of the intangible benefit the maintenance 
f any such line may afford to the foreign commerce of the United State 
ational defense.” 

Is it not obvious that the Congress, in order to carry 

f the act, sought from the onset to keep the Comimissio 

f penny-pinchers, however we nte ioned, so that the 
enance of an adequate merchant marine uld not be hat 
When dealing on the one hand i an absolute 
th an abstract ne, such as in t case, there must 
scretion of reasonable minds the Congres 
retion to a particular body i tl 
f government to have any other 

wer either directly or by duress 

In conclusion, we most strongly urge this committee to recomm 


+} 


4 


4 


ngress such legislation as may be nex sary to solve this problem wit 


» the American taxpayer and with fairness to the operator of the sh 
nless the Congress acts promptly and deci y, the American merchant 
vill have suffered a blow from which it ill not recover in our tin 
ll be back where we were in the early 1920's, when the movement of 
tizens and American-made goods were at the whim of the fore 
It took a great many years for the American flag to achieve 
erce on the high seas. At a time when American prestig 
er the world, it must not now be struck, particularly in at 
ind diplomatically important as the Mediterranean. 


e 


(A short recess was taken. ) 
Mr. Sueviey. The committee will come to order. 
Mr. Weichel. 
Mr. Weicuen. Mr. Slater, in the last part of your statement you 
were telling us about the problems. As I understand it, vou met 
oned that new ship—the President Lines? The United States L 
What is the name of the new ship? 
Mr. Suarer. United States. 
Mr. Weicnen. Yes. You mentioned that in connection wit 
Now, as I understand it, the former Maritime Commissio! 
he law, hadar aoht to offer subs chiestoa prospective buver 
elf, and up to 33 percent they could make an offer, an 
‘ceptable, why, you took It and entered into a contract, 
vas over 355 percent, why, they had to have convincei Oo 
Now those onerations by the former Maritime Com: 
resent Board are a matter of procedure, just a Wi 
omething to make an offer to somebody who was 
hip like your ( lf. And when your min ls met 
why, you made a contract 
Mr. Suarer. Yes, sir. 
Mr. Weicuer. Now in the same way wi 
the former Maritime Commission was give 
ly and they 
nto acontract | ke you did fol twos! 
Mr. Suarer. That is as I understand it. s 
Mr. Wer mean with reference 


(fer WW th re fe rence to subs ( 


ie contrac 
Mr. Si 

ird, 

Mr. Weicner 


’ 
i vou orou 
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Now, at the time they gave vou an offer you were satisfied w 
the offer that they wave you and said you wanted 50 pereent, ly 
you could not vet 50 and they finally gave you 15 ¢ 

Mr. Suarer. Yes, sir. 

Mr. Weicuen. And vou agreed on that / 

Mr. Suarer. Yes, sir. 

Mr. Weicnen. You did not ask anybody on what basis they mad 

is befor 


that offer, did you, or what was running around in their min 
hey made it, eX ‘ept tha vou could vel $f) ¢ 

Mr. Snuarer. Mr. Wei hel. I had no idea of what the basis of t] 
15 percent was in their minds. 

Mr. Weicuen. Yes, and you did not ask anybody about it. Ar 
I do not suppose anybody else did. 


Mr. Suarer. I did not. 
Mr. Weitcue.. But in the conversations you had—and T presun 
the othe people the same way vou told them how muelh mor 


vou wanted from the Government before you would sign up for 
ship. hefore vou thought it was a deal where you could either mak: 
money or not lose any money ? 
Mr. Starer. No, sir: I did not do that. What I did sav was ] 
thought the evidence justified 50 percent, but we did not lav down an 
imount which we would pay or beyond which we would not pas \\ 
We presented the evidence. 
Mr. Wei HEL. | mean in conversation with reference to buildin: 
the ship you certainly mentioned the facts under which vou thought 
you should have 50 percent ? . 
Mr. Suarer. That is right. 
Mr. Wercuen. You mentioned some facts about it in conversations 


ibout. it / 





Mr. Starer. It was more than conversation, it was evidence 

Mr. Wi ICHEL. Then you wanted 50 percent 4 

Mr. Sta rER. Yes, Sir. I say there was an ii formal hearn a 
presented evidence. ; 

Mr. Weicnen. That is when you were asking for 50 percent / 

Mr. Starter. And we said we thought—— 

Mtv. Wreicuet | iat before you entered to the cont / 

Mie. Siuatrer. O} es 

fr. Wetcnen. In other words, before vou entered into the contra 
( MD Del f i had so ay , , ‘ ‘ 

nd vou told them the faet dei ‘ ) oO 

ve 50 percent / 

Mir. Suater. Yes, sir. 

Mr. Werenen. And did you cover all the things in that hearing tl 
vou were talkn a ibout her today 4 

Mr. Si vrER. In ovreater of less degree, but we iad different tvpe 
orey cle nee att I it time. 

Mr. Wrtcenen. I know. 

Mr. Suarer. We talked about the same things, ves 

Mir. Wetcurn. Did vou offer all the evidence that vou could get 

Mr. Suvarer. All that we had at that time. that we could vet. ves, si 

Mr. Wercurn. In other word . you did not bother at that time te 


nto! ed here today 4 


aon vth ne ike vou m 


Mr. Suatrer. No 
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Mr. Wi CHEL. You cid not do anvthing like t] [ But 
ot through they did not offer you any 50 percent 4 

Mr. Suarer. No, sir. . ) 

Niv. Wertcneu. Thev offered ve 1 peres 

Mr. Snarer. Yes, sir. . 

Mr. Wercnen. And vou made a contract ¢ 

Mr. Suavrer. They made a finding that 45 peres 

d." Will vou t ike b> percent plus so mucl ~ 

Mr. WEICHEL. 1 do not mean the justification | 

out they offered you 45 

Mir. Suarer. That is right. 

Mr. W FEICHEL. What they said then elves, 

er, they offered von 15. and ite ome ce ( ! 
' ; +9 

Mir. SI eR. Right, sir 

Mr. Weicenel in other words, you accepted | 

revardt of whether you rote anot Ol i} 


Mr. Sunater. Right. 
Mr. Wencner. Now, 1 presume the proecedure wa milar | 
ference to the United States. I mea they had some kind of a heat 
g on whatever they wanted, and finally entered into a contra 
What was their percent—45 or 50? , 

Mr. SLATER. lL do not remember, sir. Phere was i. different situati 
ecause they had a very large amount of national 

Mr. Wetcuen. I am not talking about that. Iam talking al 


j 


Lhe I iV. Lhe ontract Wa finally JU OI 
Mer. Snarer. Lessthan 45. The amount, 1 donot knov 
Mir. Wetem Less than 45 ¢ 

Mir. Srarer. Ye 

Mr. WeicueL. What was it around—40? 


. : 
C nl | i omebodv trom Marit ehov wl t 


} 


Mr. Suettey. Mr. Gatov ? 
Mr. Gavrov. It wassl 


S| ohtly over 40 pel 


1} ] ] } ; 
Mr. W CILEI SsHently over 40 perce 
’ 
An ores Ml - j 
no ‘ ( { \ } aul one 1 


} . 
| l t (if t i \ ( ting O)thes nie l 
] 1 
4) } 1 ere iii ( 1 hie I I DUNLIECLy | ere \ l 
{;] } ] ley +] } . nat ’ j 
ey ed a report about © months tater that ne was not sa 


hese contracts. 

Mr. Starer. It was almost a year later 

Mr. Wercurn. Almost a vear later. But everybody concern 
e contract knew about it before thes filed the ] port, be e tTney 
ere saving something down there. And vou knew al t? 

Mr. Snarer. No, I did not 

Mr. Weicuen. The Maritime Commission kn¢ { 

Nir. Sy ey I did not know about it 

Mr. Wericuri Did not ar vbodv tell vou fron 

orth? You never heard about it back and forth ? 

Mr. Siater. No.si 

Mr. Wricnen. By nderground, or anvt! | 
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Mr. Starter. The first I knew about it was the published report. 

Mr. Weicnen. That is very strange. That is the first I ever hea: 
anything like that, because usually it comes out a year or two befo: 
the public report. 

Mr. Starer. Sometimes the truth is strange, sir, that is the trut! 

Mr. Weicuen.. You do not think anybody heard about it in you 
company. ‘That is very strange. 

Anyhow, it seems to me that even the ugh you did not hear about 
cert: ainly somebody down in the Maritime Commission knew about 
before that published report of about a year, that I was just wonderit 
why they did not run up the red flag and then just stop everyt 
there and put it in suspension until the thing was worked out. B 
evidently they did not do that, from what you say, that you wet 
never told anything about it until the published report, and thi 
continued on buil lin o the ship and spe ndin ha the money. ‘Then aft 
that when it became “publicly known, nobody did anything. Every 
body just went on and kept spending the mone y and continued on, a1 
you finally took the ships and operated the ships. That is a rath 
strange thing—if this was so bad, and etenily was going to take ar 
consideration of it, it would seem to me that prudence would hay 
dictated some kind of suspension right there, but evidently that wa 
not done. 

Then came the hearings by the Expenditures Committee, and the 
made a report, W hich somebody mentioned here the other day, that the 
should not either waste or spend public money, or something. Bu 
anyhow they made a report. 

Nothing in the re port said anything that had any effect in law, a 
I do not think he even said otherwise, that they had to redetermi 
the price. 

Mr. Starer. No, sir: it was a review. 

Mr. Weiciuen. And that the contract shoul | be broken or changed 
I do not think anybody said that with ref 
with the United States ship. I do not think there is any record ¢ 


that sort of thing. 
rested a review, 


‘rence tO your company 


Mr. Suater. I think it sugeg 
Mr. Wercnen. I mean that suggestion 
than a su 
concerned, 

Mr. Siarer. I would so understand. 

Mr. Wetcnen. Then you had a contract and the United States Lit 
for the United States. Did the Vv Walve chet contract and throw it o 
the window by saying, “We do not want to be bound under that, a1 
you vo ahead : and make a new price’? Did they do that ? 

Mr. Suarer. They did not have the difliculties we had sir, as ear] 
as we did. 

Mr. Wetcner.. They did not do it? 

Mr. Suater. No, sir. 

Mr. Wrienen. And your company 
You wave it up? 

Mir. Suater. We agreed {to—— 

Mr. Wercuen. You gave up the contract 

up completel ; 


Mr. Suatrer. Right. 


‘restion to somebody on the 


i 
— 
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Mr. Wercue.. Now, when you gave it up completely, and were going 
o have it reviewed, as you thought, or whatever you thought, if there 
as going to be, you knew you were in the same position you were 
efore you made the original contract ? 

Mr. Siatrer. Right. 

Mr. Weicne.. That whatever they came up with for subsidy was just 
matter of offer and to make a new contract on it ¢ 

Mr. Suarer. And we could say, “yes” or “no.” 

Mr. Wetcuen. Yes. In other words, it was right back where yv 
irted, that whatever the termination was would be an offer to 1 ake 


hew contract 11 you were satisfied ? 
Mr. Suater. Right. 


Mr. Wretcne.. So you didthat. So you put yourself in the position 
tu are now in by giving up your contract. I mean, that is right, 
t not? 


Mr. SLATER. We agreed to the redetermination. 


Mr. Wreicnet. I mean you put yourselves in the positi« 1 
OoW ln DV Giving up the contract 4 

Mr. Siarer. We did. 

Mr. Weicuen. Yes. 

Mr. Siarer. Under the conditions wh existed at the tu 


Mr. Weicuev. But I sav you gave your contract up / 

Mr. Siarer. That is right. 

Mr. Weicue.. You gave up vour legal rights. 

Mr. Starer. We did under the conditions that existed. sir 
Mr. Wretcue.. I say you gave them up. As to what conditi 
ive them up ul ler. that mie it b nother tory. 

Mr. Suater. We gave up our rights under the old contract and ré 
ned the 1 wit to reject. or a cept. 

Mr. Weicner. Well, you did not have a Vv contract at all: ve 


v implication in that question. 
Mir. Wetctren. You agreed to ceive up what y had under t 
which vou did. 


Vii SLATE! Ve ¢ agreed to redetermine with certa ! olit 


t - 


ut. if that is giving it up. 

Mr. Weicuen. I said ye id a contract for 4 

ve that up; right ¢ 

Mr. Suat r. That is right. 

Mr. Wercur.. When you gave it up, sir, did you expect you wel 


ng to get more than 45 percent ? 

4 } | 

Mr. Suater. I thought it Was an open qui i ¢ 
Mr. Wetcuen. Then after the redeterminatio v ver 
fered what—was it 27 percent ? 


Mr. Snatrer. Right. 

Mir. Wetenen. And vou thou vas not enough. 
\Ir. SLATER. We thought tC was notina Ordaanes I t 
Mr. Weicuen. I know, but you thoug! 1 
he contract / , 

Mr. Starer. That is right. 

Mr. Wetcnen. Yes. And vou have not made am 


Mr. Si ATER. Ne 
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Mr. Weicuren. And instead of that 
thev m ide the redetermination / 

Mir. Suatrer. Yes, sir. 

Mr. Weicnen. Now, how thev make 
thine you say the Maritime Board 
cid / 

Mer. Starer. The report reads that w 

Mr. Were vy. if th are not 
Che have not cha 

Mir. SLATer. 

Mr. Wetcues 
partment of Ce , 
pointed by the President, that you w 
United States Lines, that their contract 

Mr. ScATER. What I said, sir, wi 

Mr. Wericuen. [| understood 
merce, It! reference to the conti 

valid contract 

Mr. Suarer. Yes, sir: vi 

il i” col ract in January 1951 befor 
a redefermination was the same as the situat 
he United States. Ih the vords. in both 

he made we » told > would not 

ld not re 

at is wlhint 

Mr. Wericn 
your contract 

Mr. SLATER, 

Mr. Wricl 

Vir. Si 

Nii 


ur 
Mr. Sravrer 
Mr Weicm 


Department ( 


WrmcHel 


The! 
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under the Department of Commerce. With refere! ce to the Mari 
me Board itself you indicate that they are not satished with what 


ey did. and they made some statements here during the course of 


s hearing that would support what you said. 
Now it comes down to about this: ‘| hat the bo . the member of 
e Cabinet. of the Department of Commerce, which the Mariti 
Joard is under, that he does not tell them. tell this Board, that if the’ 
not itished that the contract that vou had was a rood cont! 

t like the one for the United States. In other words, somebody 
d not tell somebody further down the line to do the same thing fo 
that they are doing for the United States. That what 

ounts to, about ¢ 


Mr. Snarer. Yes, sin 

Mr. Weicuer. Is not that just about what the / 
Mr. Snatrer. Th rig 
Mr. Wetcuen. And then you bring in as another matter something 
out how they did it. Well. it did not make inv difference to vo 


v they d eTore a nea \ oo the but when they mack 
1 t! offe1 ol ‘ s to how they d fr. vou now rats ( S 
Oul | B phere oLrhnine 2) thr iv ovel row they ( ci cif 
For Instance, ke you said with « mpetitive by (| We Hl. any k 
f a competitive bid would not ment ! vtning he mise Vol unre not 
nmne to build ar Amer in-flag@ sl p over there So tl uf K ad ot 
| Vi ld not men miveti iy 1} { mist a theo t a 
OT ¢ 


Mr. Snatrer. Not necessarily: no, sir. 
Mr. Wetcuen. If aman know eis not gome to build a ship, 1 t 


ype of vic she going ton The ( 
Mr. Suarer. He is going to. Ke a don the neh side, not ¢ 


w side, 

Mr. Weiciuen. What interest would he have when he 

ot even going to get it? He has not a chance the world of gett 
What | | 


Mr. Sharer \ farasab lder abroad who is going to } le 


te, not a bid but an estimate. he certainly wi 1 not « 
e | est mn tw { ( (| 0 t¢ | ore oO cet t 
Mh Wy ( [hl ft af +) ele cd hy = { ‘ rr 
\ ne ‘ ot fo or 16 ( \ H 
ere for Amet n-flag oy oO} lt just a usels 
\l sl | ATI riethil 1) mere i a Te 
t fair and 1 mable estimate of ould 
reion vard. It is theoret All w 
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Mr. Weicuen. But now that the offer is not big enough, 
you complain about it. That is what Lam getting at. . 

Mr. Srarer. I say when the offer is not in accordance with \ 
facts | think can be presented, it is not big enough. 

Mr. Weicnent. | mean 

Mr. Starer. If I did not feel I could break that 27 percent a 
1 we uld have to take the consequences. 

Mr. Wercner. What I am talking about is, all you are compla 
about is the offer is not big enough now. 

Mr. Suarer. What I am complaining about, sir, the law wa 
complied with in com through with this suggested 27 per 
That is what I am saying, and that other evidence which we cal 
present will do that. 

Mr. Weicnen.. When they did what they called a review, wl 
thought was maybe a de novo proceeding, did you offer all the 1 
that you are talking about 4 You did not offer them ¢ 

Mr. SLATER. We did not have that information then, sir. 
offered what we had. 

Mr. Wer LIEL. Well, when you consel ted to do all this thir oO 

u did not bring it forth, whose fault was that ¢ 

Mr. Suarer. I am saying, sir, that the primary responsibility 
che king this information is on the Commission, not upon Us. 


ir 


us far as I can see, it was because of our failure In not having ce 
forward with something else we got the 27 percent. 

Mr. Weicuen, Must they go out and prove you should have 
percent ¢ 

Mr. Starer. I think they got to go out and prove what tl 
has some connection with reality. 

Mr. Weicuen. What I mean, wl 
vet convineing evidence. 

Mr. Siarer. Right. 

Mr. Wricnuet. Must they go out and 
more of the Government money away 4 I] Wi an 

Mr. Suarer. They do not have to prove th isn What we 

is that if this is it, if that is what you want, if 27 percent 


‘F tTpyyer 


right, there 1s only one answer: but w lo not think that 
inswer is what vou get, and we think we can do somethine bet 


“Mr. Wercuen. I mean, why did you 


. 


wanted 45 percent ? 

Mr. Suarer. We did what we could. 

Mr. Weicuen. What? 

Mr. Starer. We did what we could. 
which we put in, al d the last fi rures « 
the staff produced was used. 

Mr. Wercuen. Was not the hearing 
percent, which you wal dd, even though 
expecting to vet it back again vou sal 
offered at that time in the hearing 

Mr. Suarer. Lam saying they did; yes. 

Mr. Weitcner. All right. Up to the present time have you n 
an application for a rehearing? 

Mr. Snarer. No, sir; because this committee has taken jurisdict 
We were waiting for what this committee would do. We are prepa 


lication for rehearing. 


/ 


to make an app 
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Mr. Weicuen. | mean, how lone are mon going to wait before y« 
isk for a review, 1 mean, for a reopen 
Mr. Suarer. After all. this Board has taken jurisdiction, this con 
ttee,. 
Mr. Wetcuen. This committee has not taken any jurisdict ovel 
3 propo ItLON. 
Mr. Siarer. I am not saying over the contract, over the problem 
It e@XIsts, 
Mr. Wer HEL. They have not taken urisad CTO! \ rt 
e administrative side of the Government. I mean. hn retere} 


/ 


reopening it. 

Mr. Suarer. No, sir. 

Mr. WeicHen. No. 

Mr. Suarer. I did not mean that, sir. 

Mr. Weicuen. They have not taken any jurisdiction over i 

Mr. Starer. I am not talking about administrative jJurisdict 
Ir. Weichel. | Say they opened hearings Nn 

roblem, which was app rently a mess in the eve Of ail hie 
Mr. Werenen. I mean you have made no application for rehearing ¢ 
Mr. Suarer. Not up to this time; no, sir. 

Mr. Weitcren. Tam saying you have not. 

Mr. Siatrer. No, sir. I say in our evidence we t owe 
nough to justify a reopening of the case. 

Mr. Weitcuen. You have not asked them to give you a new hea cr, 
hough ? 

Mr. Suatrer. At this moment: no, sir. 

Mr. Was HeL. You have not asked, and the Maritime Board 
ot asked the Attorney General of the United States whet 
ound bv statute with reference to the sale of ships. even thoug 

d somet Ling that Is hot proy ded for nh the ta An vo i 
tasked. Ha v indicated that they would not reop 

you m idle seniication? 

Mr. Suarer. They have not stated one way or the other, sir. 
Mr. Weicuenr. And the rest of it is that the Secretary of ¢ 
erce has not directed those under him to tell vou that vour fi 
ntract was all right. the same as the one for the | ted 
\Ir. Suatrer. No, sir: that was never said. 
Mr. Wricnen. And have you asked the Secretary of Comn 

ui go back to your original contract. the same 

ited States. and tell them that vou were sandbagged to it/ J 
il What you claim sandbage l into giv ng up your mgnt 
ontract ¢ 

Mr. Starer. We have put our position before them, sit 

Mr. Weicuen. Pardon ? 

Mr. Suarer. We have put our position before them 

Mr. Wetcne.. Did you say you were sandbagged and a g put 
» your head to give UP . vour rights? 

Mr. Starer. Ye 

Mr. Weicien. Then a did he say about don 
Mr. Suarer. It ought to be looked into, that he wa 
Mr. Wercnen. Did you get an answer on that 

Mr. Snatrer. No. 

Mr. Wreicnen. I say, did you get an answer? 

Mr. Srarer. No, sit ) 
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Mr. Weicnuer. Then with reference to your having a good contt 
in the first place, nobody sued on it, or you did not sue on it, a 
vou claim you were forced to give it up by duress. Don’t your 
torneys say there is something in the law of the United States w 
reference to duress? Have you sued the Government with refere) 
to saving vou had to give us your rights by duress / 

Mr. Siatrer. Not at this moment. 

Mr. Writcuer. Taken to court # 

Mr. Siarer. Not at this moment. 

Mr. Wericnen. None of these things I 
You just come up to tell us the story, is that 

Mr. Suarer. Yes, sir. 

Mr. Weicuen. There is not anything we can do to make the S 
retary of Commerce tell the people under h nm. as you claim dure 
they should give you back your old contract. There is not anvt 
we can do about that. There is not anything we can do to make 1 
Maritime Boat | do anything about. it. There is not anything 
can do to make you god into court and sav they illeo ily forced 
lo Give up a contract which you thought Vas a GFoou contract 
do not have any way of doing that that I | 

Mr. Suatrer. Mr. Weichel, it is our hope, at least, in the light of 1 
facts that this committee have opened hearings this committee | 
not been involved and it is very.much interested in the merch 
Inarine that it can look at this whole entire situation coldly a 


perhaps make some Sugvestions which would produce the net res 


We are not askin 


statement makes that quite clear. We are presenti cy the probler 


r vou to retry this case over iain, and I think 
a completely unbiased group that has never taken a position 
thing one wavy or the other. with the hope that out of that 
termination of the facts, some sensible su 


ercvestions come out 
would result ina solution satisfactory to all concerned 

Mr. Wi (CHEL. Well. these people on the executive side of the G 
ernment, we have no way of making them do what you think } 
or stopping them from making this redetermination 

Mr. Starer. We are quite aware of the fact that 
administratively, this group would not. be able to. 
certain that all concerned in the Government are going to be ver 
i] terested in what the Merchant Marine and Fishet es Com 
subcommittee of that committee thinks about the whole siti 
even if it 1s merely a matter of opinion. 

Mr. Weicnen. I mean from the statement 
how anybody could voluntarily get then 
affair. , 
Mr. Srarer. I agree 
Mr. Wetcnen. That 
Mr. Suetiey. Mr. Aller 
Mr. Auten. Mr. Slater, on page 

il defer feat . We had qu 


> VJ tT 








e desi@n, and how 
ire, and what is not? 
Mr. Suarer. Yes, sir: I ca 
vy, based upon what 1 know mysel 
In the first place, let us tal 
\ botamea, That 


ng speed ot 


( 


sion of Bet! 
hull machinery, and so on, at our expe 
contact both with om ‘operating officials and e 
engineering department of the Maritime ¢ 


and with the Navy Department. That is what corresponds 
il Admn i] W heelo kk Was Saving the other Gay about the 


ie 


inge of ideas before the design, so to speak, was froze 


t 


vided engine rooms, additional! evaporator capacity, generator 


quring’ those eS that the ugvestion, for e 


id 
} 


‘ICY and so on, came into the situation. On the basis of those 
| eroup of our comp 


ssions, which were largely in the technica 
id the designer, Maritime (ommission and the Navy, these it 
me into the design. 

i 


It Was nota case w he re we nake i aesign ot our a 


quirements, go through all the processes of that, then subn 

e Navy and the Navy said, “Oh, no, it should not be that 
=t do this, this, this, and this.” 

It was all worked up in the ¢ her Stages 11 
on of work. But the net result. when the 

the Maritime Commiss rits appro, 1 
its appro il. the thin \ ’ ilready 

en suggested. 

Now, when the bids had been in, the additional speed was take 
ha sense at tomatically n that the Maritime Com 
bids with approximately 40,500 horsepower, 
sepower; the first being the horsepower necess 
Spt ed, and the other for 25-knot design speed. 

So that difference of approximately $300,000 

ference , 

Now, on the balance of it. we re asked to atter 
mittee on national defense features whic 

Chairman of the Maritime Comm 
d generally of Maritime Commissio 
Navy people. (ou 
»>meeting. and cid so, ar 
eiIpation we had. 


ie time hen I was called in and told, *Y« 


t 


ial will be 45 percent.” we were also told that 
would be so mueh per vessel, ay 


] ] 
LKdOW! 


] 
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mentally, beeause the Navy had to certify the amount. But it 
out of a discussion fundamentally between the Commission anc 
Navy. 

The Navy then certified the amount to the Commission, and the ¢ 
mission said to us, “The national defense features which we a 
and for which we will pay 100 percent, are so many dollars per ves 
And how much of that was one item and how much was another 1 
1 did not have the remotest iclea. 

What we were told: “You have 45 percent al fT rential. A m 

x-hundred-some-odd thousand of national defense features. D 
take it or do you leave it 2” 

That is as far as I can go of my own knowledge, Mr. Allen, 
cause the information as far as | know was derived exactly in the 
that Admiral Wheelock discussed it. 

In our case I know about certain of the items, as I have mentio 
but why they arrive at X dollars for this item and that item or ot 
items at the time the offer was made and accepted, I did not 
what the differing amounts were. They had been certified by the N 
to the Maritime Commission, and the Maritime Commission inc] 
that in the offer made to us. 

Mr. Auten. Well, did you at the outset list the characteristics 
facilities that your trade would require in the ship ‘ 

Mr. SLATER. | think that what we did, what was inthe minds oT 
people at the time, we didn’t formally do that: no, sir. What 
known, however, of coun e. to the tech Ci peopie Wiis whiat Were 
various commercial requirements. 

It was known that we did not. need any more than vd, or 25 kK 
of speed. It was known that divided engine room had no comme 
value whatsoever. It was known that we did not need anything 


; 


240.000 oallons a day of evaporator CApPac4ily or four-thousan 


hundred-and-odd kilowatt generator capacity, or some of thi 


tT; Y) 
Q)iy th controversial item of the third iss, that was a comp 
; : I 
! L\ ese people nd was based at that time mw 
’ : , 1 , 
fact that the initial ship only had verv | fed third in 1 0 
} ’ ’ } ‘ ] ] ] 
tions, and the second ship had very substant third 
, r ’ , ’ 
agatiol The eon putation Wie hased upon tT i ditlerence 


if val ie Was. 
Mr. Annex. Was the original number the number that vou 


, ' 
termined upon as being necessary Tor the trade 4 


Mer. Snarer. The initial number was the number which v 
mined upon as bene the proper amount on the route which v 
contemplated the sh ps would operate, i! al that did not ine] 

itt eo 

But whet We found thiat the increase in the cost of the 
gone up so much that we could not possibly stand the invest: 


three ships all the Wav out fo the Mediterranean, we determin: 
to replace the our Aces with four other ships hke the 
\ 
It was at that time that the third class w | 
that eventually went into the ship. 
Mir. Anmen. That addition, then, was to meet the trade rat] 


hen to build only two ships for the western Mediterranear 


idled to thre 


Ft / 
aderTense 





ir. Suarer. I said tothe C 


class accommodatior S 
a commercial value. 
ALLEN. There was some discussion as t 
a 


emergency, parti ularly that they mm 
liately 


lable for the evacuation ot depend 
‘ign ports. But then it 
‘correctly, Lo put them nm 
‘comments ac he 
Comme) isto thnell 


Let me first, if 1 may, address nivst 


lass accommodations In that respect, 


»{ ommiis 1 in these last heart 


ms did have very def 
ik of denving. 


made that 

quickly for } 

! \\ the it tl 

hy swith. fev 

ther words, the additional cap 
tv, the addition | galley, and i! 


e merely open hold vat 
icity of water, ac 
lot that 


} 


tose hips available to carry a tot 


=e the original shij Ss before the third class was 
carry ; 
sand. 


ber, and Ca 


two features about the questio! OT ti 
()ne is immediately after the env 
ips constantly Foing hack and forth and o1 


the Mediterranean, the 


1s to points that 


latel 


} 
| 
I 












284 STEAMSHEUPS INDEPENDENCI AND CONSTITUTION 





[hat would undoubted] involve SUripp ney out certalh tmhatel 


furniture, hangings, draperies, and so forth in public room 
I he out a lot of stateroom bulkheadi Oo 


! 1 = 
bly would mean stripp 
lower spaces and putting in standee bunks for that purpose, J 


was done for the Queens during the war. ‘T wey took out 
tems of material, and protected the rest of it by putting o 
Her, and pul stal dee bunks It} ) i] hie 11 tCes il] OV r tire oh 

Phat would take a varying figure, depending upon how ge 


t + 


they w inted to do at that time. 


lj L939 Wheh the ry ) hi rad Was take 1} fol | tle DV Thy \ 
did quite a thorough conversion job on her. I think that took 
thing like 11 months before that was done. But that ship. 


l25 passengers normally, carried 1,500 troops. 
Depending upon whether they wished to make a 
ury 6,000 or 7,000, or a smaller conversion to carry a sma 

ber, | ussiume that would depend on the circumstal ces ul thr 

Mr. Auten. In any event, the time for conversion would 
siderably less than the time for consti icting at the start a 
[roop arrie! ¢ 

Mr. Siarer. It is 3 years. That is right. As said by A 
W heelock, Iitisa ds year 1ob from the time you lay the tines 
turn out a ship of this size. 

Mr. ALLEN. Some mention was mace of the value of the 
the interest of foreign policy. There was no elaboration on 
vou elaborate on that value of the ship / 
~ Mr. Stater. I can only state in that respect that our own expe 
my own experience on the ship, has demonstrated the enorm« 
terest which there has been in the countries on the Mediterran 
the ships themselves, and in the American method of doing th 


; 


of a job. 
From the point of view of an instrument of foreign pol 
obviously is an intangible thing which you can see or not. M 
feeling is that any substantial passenger ship, especially if 
instrumentality of the American shipbuilding and ship de 
and if it is very substantially important in moving both gover 


people and private citizens of a large number of « 
forth among themselves, that that is certainly an Imiporta 


ountries, ! 


in building up better relations with the countries that are 
I am quite certain from what has been said to me by of 
officials of the Italian Government that the pre ce of these 
the Mediterranean to Italy was, in their judgement, a most 
factor in improving the relations between the two countries 
To a lesser extent that is true in France because, of cour 
outhern France. But wherever we went 


only to one port in 


Guest was made, “Can’t vou find way ind means of get 
ships into our ports?” 
The Spanish and Portuguese were especially anxious that \ 


dothat. But. of course, we have to think in tern 


value and the number of turn-arounds we can make, and 
we have them on the runs which we have. But the interest 
been hown ana the vreat support which has been given t 
the foreign countries and by our own Government offi 
rh for me if oft 


countries we serve has heen proot enoug 


] do that they are \ iluable instruments of fore 1 policy 

















Mr. AnLEN. On page 4 of the statement you rete r to the propositio1 
it 1t Was on the basis of the bt perce! t and that bas alone, that you 

termined it would be fea ible to go ahead with the contract and have 
ships built ? 

Mr. Suater. Yes. 


Mr. ALLEN. When we get over to page 19 you state that 


} Roard ed that d n t t ‘ 
; } | y I l 
rel ay payme nd t ‘ . 


e should be this redetermination, and that l we ’ tant 
e it made. 


I would ke to have an elaboration of it. 


ed to give up your rights unde r the contract to buy thes 

price agreed upon, and in what way the Board Ut 

ted, and in view of the fact that you had cet I f { | | 
isible to oO ahead O} l a tT rent construct 

felt forced to enter into t] agreement to redete! 


Mr. Starer. Well, in the first place, sir, there \ going to | 
very of theship. ‘That was No. 1. 

Mr. Arten. Well, would you elaborate on that 
be delivered under your contract, and who said the contract ¥ 
be followed / 


Mr. Starer. We were told by the Chairman of the Board that he 


d not be able, in the light of the instructions giv tf 
ver the s! p unde the contract. t il e wt l ive { 
rht of redeter natiol ind unless ind ntil ft t ‘ } T 


I l : 
iting subsidy at all. And as of that time thers 
~16 mil | on o1 operathl vr si : 
oht we were reasonably financially strong, w ! K 


Ine the ['nited States Government to that ext 


ind wi e enrnel ~ ) pT SNE ? Lol } ‘ 
' 
N . hy 1) Tt | h are operat ] ‘ the te \ 
Act and under the rest2 ee 
17] } } , r { 
ey ke, and needa a ay Orc uA 
ad no operating { (ile er ¢ r tiv ! 
} ] r 
op eq ontra t from the fi? ‘ wi t) { 
4 
lin January of 1948. That earned but unpa 
1 
oO! 


| and when the ships ar 
; ; ] ? f +] 
in get by for a period of me ¥v i) But ( Cll, 
; earrvings to nal } } { ‘ NI e} } Op] I { 
ent os erally. \ 1 ( l i { l A 
h t ubsidy 
] ie! I { COT 11t10 \ 
i] 
r casi Ww wo oO \ eC] ‘ 
+ | , ? 
| i qadancvere m pre ( 
VW r 
(>! 1) mio} ot 1 \ cy \\ 1’¢ y y 
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if you do not agree to some kind of a redetermination, whic] 
required to ask,” we felt that we had no choice. 

Mr. Atuten. Did the Chairman of the Board indicate to 
source of the instructions that made it a requirement that hea 


Mr. Si ATER, LHe did, and | think the ( hairman has Indicate 


here at this table the letter, the so-called “correlative aclilo 


which | have not seen, but | believe isa part of this record rie 
came from the President. That letter was inter preted to mea 


ise ot help to Us unle We accepted 


Board that they must not pay any operating bsidy whatso 
the 


do anything e 
redetermination. 
Mr. ALLen. Did you examine into 


eXisting contract 


ter! 


and come to cry de 
contract with the Government 
ment / 
Mr. Sirarer. Well, we were very cet 
Insofar as I know there was never a d 
apparently at that time a purely theoret 
200d to be raising legal quest OWS, We co itd si 
we liked, but in the meantime, what happe ned ¢ Ther 
and everythin else in the Way of the promotiol al effort ai 
thing else won 


(ir 
] 
Lif 


because regvardless ot anything else, il they didh a pas thi 
they did not pay the subsidy. That is what I call the gun at 1 
Mr. Allen. 

Mr. Auten. Did you come to a conclusion 


recover trom the Government, but determined tha 
tical under the circumstances because of these other conditi 
Mr. SLATER. I would not say that we came to the conelu 
could sue.  Iwould say that we came 
perfectly 200d legal rights, but 
tical at that time. 
Mr. SHELLEY. 


{ 


have gone to pot, and in the meantime ho sul 


.. 
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ernment an compat Vv. 
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make is that if we are to have vessel construction under the prov isi 
of the construction subsidy sections of the 1936 act, either the co 


ment you make about the so-called second fPuessing on judgement 


reevaluation of judgment by another agency must be eliminated 
restricted, or the act rewritten in itself—t hose prov isions of t] e 
rewritten in themselves, setting up anew formula—otherwise we cat 
not hope to have construction in the light of these experiences und 
the presen I = rovisions of the act ? 

Mr. Siar That is exactly what I think, Mr. Shelley. 

Mr. Seman. On page 14 you say, “A series of discussions to 
place in July of 1948.” It is a paragraph about two-thirds down t} 
page. What was the nature of those discussions and with whom ? 

Mr. Stater. Those discussions were informal confere1 
fsoard or with the Commission as it then was, 1n whic] 

nformal way we were asked what information we had 
ever we thought was justified unde rthe act. 

At that time there was no figure suggested on eith 
prev iO isly State d, as I have sald in the rec ord here, that 
our belief that because of the nature of the operatior 

nd the fluctuation in traffic, and so on, and in view of the fact there 
was no indication whatsoever that they were high in earning power 
over a period, I had stated in my judgment the maximum amount 
which was proper ul der t| e@e act, on the basis of the facts, would 
needed. 

That was as far as I ever went in discussing any figure. I said that 
I thought that the evidence we had justified 50 percent. But that wa 
not the figure I was demanding. I made no demands. In some of 
these discussions actual testimony was taken and a record kept of th 
evidence which we had and of what we thought was pertinent to the 
situation. 

It was reasonably close to the « ‘los ed | ri os whi h the Board had 
here in November of this year. 

Mr. Suettey. You say, “The closed hearings which the Board had 
here in Novembe r. 

Mr. Starter. Prior to the redetermination of t price by the Board. 

Mr. SHELLEY. You mean, the hearings he ld } V "the Board 1 in whicl 
they adduced evidence or heard evidence on the 1 redetermination : the 
were closed hearings, not opeti 4 

Mr. Starter. Not open to the public 

Mr. Surtiey. They were closed hearings 

Mr. Siarer. In that sense of the word. We were fully represented 
1 did not mean closed to us. They were not open to the public. 

We h: id the opportunity at that time of ¢ xpressing our opinion, 
criticizing, and of cross-examining the Board’s witnesses 
iu h more in the nature of 2 formal hearing than was true in 1948 
but. fe eager a. in their own way the Maritir » Commission d 
evince from us the inform: ition whi h we had, exhib ts, test mony, al d 


; 


1 


nination by members of the Board. 


. 1: 
the nature the di ‘USSIOI hi | am talkin about 


as 
They were not lis uSS101 ~ in the sense of ne votiations in which fieure 
\ e involved, The first time that happe ned was when wi 

vere told what the findings of the Board had been. 
Mr. Suetiey. Is there any thought in your mind that in the orig 
ism of the Comptroller General in 1949 there was any at- 


i 





] 
recommend 


empt by that office to 
een a fair price for the Government ¢ 


:. TL have not bee 


Mr. SLATER. 


] 
1? i 
i. 


their mil 
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In the case of sone carriers after the war, the subsidize d oper: iCiol 
ind the payment of subsidy was requested during 1947. Export d 
ot request the resumption of subsidy payments, although we we 
entering into a new 10-year period of subsidized operations, if yi 

the distinction between them. 
not request the payment of any subsidy as of the time v 
At that time tl 


rating cli the 


vet 
We did 
itered into discussions with respect to these ships. 
hat we would enter into a new ope 
entia commencing January 1, 1948, and the s 
sid would commence as of that time, With the sallings afte J Luar 
LO48, and that subsidy agreement would replace the old agreeme1 
ames old agreement was a rather unusual one 


1 


agreement was made t 
subsidy agreement 


the sense that 


sube 


‘shi ve 5 the . ps ti 
he fleet, the agreement exte nded 12 ve: 
service. Now we were building 
Cling them into service from 1939 right on up to the me when the 
he Governme! t was taking hips over. Soina 
lv ars. Some of thet 


(iy the 1h 
we renewed i's from the 


; 
each ship went into 


period, s cage By ship, 121 
weht to 1?) 955. 1954, : Sf ; All of ther 
F ne out in 1939 


resumed sub 


’ 
Pha Ve 


pont thas ahi QkKING as Ui 


under the 
; : 
re ie under ear ac Ce] ‘He. 
| } + 4 + ] 
agreeme te: 4 muse, B i 4 , Ww agreement 
oust 145 wv had resolved 
oreement 


Illy in its prov sions | 


between lis of the hew a 
roved genera ] 
Son of thet 

1 


we would have 


ld contrac 
whet re hac | been Tie 
contract. 
contract was in etfe sof Januar n whicl 
id be p ud u rth: tract, or was not in effect 
hould have " nade old cont) er. F 
reieeg neithe 


1c rw 


the o 


We 

not know what the new rates would be: iv ecru ibsidy on the 

presumed new contrac ecnause as far : , Ikne ‘ f ugust 1948 
had been appro 
tual operati 

nted for signature, nor 

nts } er the ol 1 contract 


hy vot up to 


ned nor was if pre ~ 
‘could we get pave 
iount of monev w 
according to our records. as of the time t 
livered. 
‘e business partic ilar 


n in the Mediterrane 
iv of dropping off. gove 
of the world, so that 


d subsidy were verv low. 
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Without the eash, our account | 


ot operat lie ships on 


cash dropped on thi 


basis where we proKke even nout 


Luse 
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we were 


subsidy. 


iod 


ster on we did for a while, as previously we did. that per 
e did not. So we lost cash steadily. 
We went to the banks. We had vood eredit. We borrow ad, iirst, 
» million and then $10 million. That could not vo on Torevel inles 
just saw ourselves deliberately coing broke. Phat the tu 
on we were up avainst when we were told. “Vou are not ing to 
et this ship unless there is a redetermination.” Htave | ae that 
ear? 
Mr. Suecitey. The net result was a withholding of 1 ( h 
uu were entitled to under either one contract or the other but it was 
thheld under either appro hh. Did that create a \ raul il prob 
m for the company at that time ‘ 
Mr. Starer. It did because we had to borrow $10 millon e 
ver would have had to borrow. We had earned some money Wi 
id not earned a lot. We had a cr od tinancial po oO init " 
wt of thing from 1948 on kept on building up th s deficit in « 
It was then we went to the banks. We would never have d to 
ive gone to the banks 1f the payments had been made in the normal 
srocesses, because we were not fi ance cae f Its by rong tothe ban ~ 
ve were financing receivables, which we were not being paid 
Mr. SHELLEY. Karlier today you testified that you have nevel eard 
ul vbody at any time question the validity of the contra il relatiol 
ip between Federal Maritime and Export Lines on wl \ , 
ontract purchase the Jade pendence and ¢ t t rig 
illy deter “l price: isthat so / 
Mr. Sravrer. I never heard it « tioned ft 
tir ed 
Mr. Sueniry. Just to jump from ye 1 mome \ 
ine, Vor e just heard the question Tasked. W ( 
is Mme ne there wv ’ wn this \1 
ind since vou have assumed Jurisdiction ove 
( any ¢ lest io as‘to whether or not the original agre 
ie Government and Export Lines was a valid } 
Admiral CocuHraner. There has been no questi 
hat point, Mr. Chairman. Of course s of tl et ry 
Mr. Sueiiry. Let us not ¢ | 
lust sin I the contract as it was 
Admiral Cocurane. As it oris vl 
Mr. Sueciey. That is melt. sn 
Admiral Cocnrang. Ther as be e te 
Mr. Sueviry. Was any question expr 4 er 
ee ae of tl tiat d 
» the Board by the letter f the President f \] 4 
Admiral Cocnrane. They ire both he 
Mr. Garov. Lam speaking for n lf. Nott ’ 
Mr. Suetitey. Mr. Greene, were you lega fo Federal 
Maritime Board at the time th situuatie cies ie d 
ook Jurisdiction over the situation as thi 7 { 


rom the President / 
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STATEMENT OF FRANCIS GREENE, GENERAL COUNSEL, FEDERA 
MARITIME BOARD 


Mr. Greene. No, sir. As of January 19, 1951, [ was Deputy Gi 
eral Co insel. Phe late If) incis Ss Walker was the General Cou 


Mr. Suectey. ‘Ther: you were in no position to make any determ 
tion of it at that time? 

Mr. GREENE. Determination of what, si 

Mr. Suettey. Of the validity of the contract 

\Ilr. GREEN! No, s r: T had not it that time co red the legal 


of the contract. I have not even as of today reviewed t legal 
of the Export contract. I have reviewed the levality of the contra 
with the United States Line for thi ‘ I he { hip @ } 
S . Which is in general leat 
Mr. Suevctey. That would lead me t cy I will k 
of vou. Mr. Greene, and then probably of the admiral and Mr. Slat 
‘There Wis SO! 1e reference to the [ nited states Line’ Situacror he 


this morning. Would you say as of the time prior to January 1951- 


prio} to thet me that Mr. Slat l voluntal ly agreed to 1 redetermnl 
tion at the request ot the Board—w hich at refel stoa ihn avgreemel! 
with the “gun at this head”—that in the situations between the Gov 


ernment and Export and the Government and the United States Line 
both cases were on all fours? 
Mr. (AREENR., No, i; l enannot sav both cases were ol all fours 


Necessarily the legality of a contract must in large measure be di 
pendent Upol the part lay ricts which ire rele int To nad relate te 
the particular contract. 

There were difference the evidence fore th lormer Comn 
{ j | | \ | ft l ! a ryrvys ‘ r ‘ | if \ 
be Ol ne Tol { (om! SION ¢ The ste } ei ‘ | 
not know the p1 scope or extent of t] lifferenc | fore 
CO t hot} ott the r 4 X} s \ l | We ' ( 

to the legality of the Exp | ¥ 
vel eA © Tile CO porat vr tt | f | ? ef 
mend we , i diay = BTuit 
Stat } i ( (i i ] to ¢ 
Ce] ) ? {} or } 
i ! \ ( ! } 

| ( )? } { ‘ t 

Mr. Tarp. What d | nes beinedil F 
, { lidlit { y traf 


COnNnVINECInNe evidence Wile | e statutory rea ePMe) 


Mr. Sueviry. Mr. Greene, do vou draw a dist tion from ft] 


knowledge you ive of the stuation het wee} the d Tere r in t | 
situation as to Export and United States in this respect: In the o1 
case there Was all @X neve of letters bet weer t] e old Marit me (‘on 


mission and Export and an official action by the Comn on wi 
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Admiraf Cocuraner. That is the understanding that I inherited, 
der which 1 was working at the time. 

Mr. Weicnen. But you made use of that letter, did you not! 

Admiral Cocuranr. Yes, sir. 

Mr. Weicne.. And with that letter you were able to get Export 
waive their right under the contract, is that correct / 

Admiral Cocn tANE, ‘I hat is correct. 

Mr. Weicuen.. With reference to the United States, which subsix 
was criticized, the way of doing it and everything, similarly, did y 
receive a similar letter from the President of the United States direct 
ing you not to deliver that ship or not do anything with reference t 
them unless they accepted a similar thing ? 

Admiral Cocurane. The same letter applied to both cases 

Mr. Wercuen. The same letter applied to both cases ¢ 

Admiral Cocurane. Yes, sir. 

Mr. WrICHneEL. Then who wis it who apparel thy n ade a deeisio} 
Why did you not apply the letter to both of them 4 

Admiral Cocurane. One company agreed to the 
under the circumstances which have been described. 

Mr. Weitcuev. That was the American Export ¢ 

Admiral Cocurane. Yes, sir. 

Mr. Wetcuen.. And when you got the letter with reference to th 
United states, did you make the same demand of them 7 

Admiral Cocuraner. Yes, sir; they have demurred. 

Mr. Weicuen. They have demurred? They have not done anything, 
have they ? 

Admiral Cocurane. They have declined to waive their rights. 

Mr. Wetcuen. And you gave them the ship, and everything ? 

Admiral Cocnrane. We have not yet, sir. 

Mr. Wercnet. You have not given anything to them yet ? 

Admiral Cocnrane. No, sir. 

Mr. Weicuer. Do you expect to give it to them or will we have tl 
Same kind of thing we have with this? 

Admiral COCHRANE. This Wasa decision in 1948— 

Mr. Weicnen.. Are you going to give this to them ? 

Admiral Cocurane. In my opinion, I think it should be. 

Mr. Weicuen.. Why not do the same thing with these people ? 

Admiral Cocuranr. With these people ? 

Mr. Wercuen. There is nothing to stop you from giving equal treat 
ment to both 7 

Admiral Cocuranet. The equity in the two cases are the same. 

Mr. Wi ICHEL. Then why not do the same for both, then ? 

Admiral Cocurane. That is an embarrassing question to answet 

Mr. Wetcuen. I would think it would be. Why not do the sam: 
thing for both / 

Admiral COCHRANE. Because I clo not believe two w rongs make 
nicht. 

Mr. Weicuen.. Two wrongs make a right 7 

Admiral Cocurane. Do not make a right. 

Mr. Weicuenr. What do you mean by that, two wrongs make a right 

Admiral Cocuranr. av that t believe that two w rong 
make a right. 
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Admiral Coctrane. Whicl hat. iethe » would have 
meeting / 

Mr. Wetcuer. Why do you not do what you think you ought to do 
You were dissatisfied with the finding you made, based on what vo 
had to do it with, vou were dissatisfied with It, but you erected tl 
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Mr. Garov. I suppose the first opportunity v i be at the cor 
sion of this hearing. 

Mr. Surtiey. May I interrupt? This phase of the thing ar 
yesterday. I want to address this to Mr. Gatov and Admira 
rane. I am read ne from page 26 of the fourt] ntermediate re} 
of the Report on kxpei ditures in the executive Departments wh 
was made in October 1949. 


The first recommendation tO the Mar time Comm lon Was 


In the light of the findings and conclusions of t] report ‘ mel 
that the contract executed or to be executed with the operators ( 
three cases involved be reviewed 

: and I repeat—“be reviewed” 

nd all possible a n taken to prevent ex e ¢ 1 f Gove 
funds 

Ldmiral ould you call what is done e a review « 
the contract 

\dmiral Cocurane. I think in the broad u { f 4 
ot ft it term, that the lieht of the Pre I etter, i my ce 
viction that what we were doing w isthe. uy t thine, Mi Chairman. 

Mr. Suetitey. I do not think vou are answe) ng my questio 
Would yo icall what you did, which brought about this result that w 
how have before this con ttee, a review of the the eXIstlng contra 
which Mr. Slater uid he eco dered. te ea valid qading contract 


and Will 1 Vou agreed Wil i valid binding contract. Mr. Gatov. | 
think, Indreated mn ve sponse to my question that he does not questio 


the validity of the contract. I think that would express your answe! 


ind the counsel has Said e Wh not prepare 1« ‘ i Wn Opn 
} ] ] ’ ] ¥ 
Dut that he would say that there w L ( tract on t e Tact 
r 1? “be } 1 
Wo Mi You consider What vou have done ntot } | rt ‘ 
ot that contract / 


Admiral ¢ iO, SIT, 
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Admiral C w1 | 


7. 
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Admiral Coc NI Vii ("| Ural We itl pte | 0 ! if 
broadly is we could, the first sent e ot ect t parag nh of t 
P) leant lett hy) vou were ust rene o t 11 yn ‘ e 
( ly the legal asp [ of the l ras, al ipp yt the l ca. 3 
issumipt ons and computation underlying th OntTracts exe ited l 


the power to be executed as well. 
| think the feeling of all three n 
praisal of the data we would have to estal ha vardstick on t] 


7 | > ~ 
1lembers of the Board was that in a 
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Admiral Cocuranr, They challenged. quite 
of it. 

I have heard said. although it is purely hears Ly, and it 
said to me officially, if If had been up In this Zone about 
probably would hot have been ( hallenged. 

Mr. Siueniey. Without convincing evidence supporting it ? 
Admiral Cocnranr. That has been stressed, and personally I 
lieve overstressed, that the Board members did not have to be e 
vinced unless it was over 331 ; percent. My feeling of responsibil 
Ss that | have to be convinced no matter what it mi 


Mr. Surpury. | agree with that. I think whe re vou are redetern) 
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the whole problem ? 
Mr. Garov. Obvie islvy, there has not hee Or we would not al] 
here. . 
Mr. Wetcuen. Mr. Gatov, we were tall) ¢ about this barrier ¢] 
you erected and vou refused to knock O or wa itround ft 






barrier with reference to (me) ean Export 


W th reference tO not ne ording the Ameri in fF xport the al 


treatinent that you accorded the | nited states # 


ter from the White House, is th re i 
















anything personal the Board } 
against American Export that they do not have against the Unit 
States? Is there any background to that that we do not ky OW any 
hing about. is f »>why vou do different thine hader two diff nt s¢ 
of facts that seem to be similar ? 
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vself only. | ‘re is no mattel 
eng against one line o1 t 
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Mr. Weicner. You have paid them on the America’ 

Admiral COCHRANE, Yes: that contract was fully rOrmaiZea 
effect. 

Mr. Wt ICHEL, ‘I hese others are all fo. malized ¢ 

Admiral Cocurane. ‘They are not. 

Mr. Wi ICHEL. There were some 1n existence 

Admiral Cocurane. They were running out. 

Mr. Weicuet. ‘Tliey had not run out, yet, had they 

Admiral Cocurane. Part of that, Mr. Weichel, was in t 


/ 


ing what these subsidies should be. 

Mr. Wetcurnt. Not what they should be; those that the 
about. In other words, even in that part of this procedure 
letter you did not even do the same thing on both of the lines « 
did you? 

Admiral CocuHrane. It was nearly parallel 

Mr. Weicuen. I know, but it was not equal treatment’ Tl 
say you do have any pel sonal grudge against thet 


Admiral Cocurane. The contractual rights were not ident 


those ditleren es are. ; 
table? It willenableusall to hear better. 
Mr. Weicue.. With reference to the treatment after vou 
letter, you did not do the same thing fol both ot these lines, then ¢ 
Admiral Cocmrane. I think so far as the contractual relat 
the two companies are concerned they were 
Mr. Wetcuexu. Lam talk ny avout pay Ing out money, not cont! 


relations, pay Y out money, any kind of money 


tractual relat Ons, except that | inherited 1 terrif hackle or of 


ci lue from the resumptior ol ubsidy opel tio} 

Mr. WEICHE! But Lam talk vu thout 1 { [ the } 
of no money You did apply the same t o the othe 
‘| { s wl it | 1 talking wmout \W [ 
monev‘ You did not do that 

\ ral Cocunrane. Lam not too cleat 


(Lill 
Mr. Wetcue.. That is another barrier. 
Admiral Co HRANE. m i i ( 
matter of fact, the American Export L een gett 


cet agreement has been reached, 

Mr. W EICHEL. I am talk ne about wh t yi Lid bDeTo! 

Adm ral COCHRANE. 1 could not quote that | m. not 
what discussion was had in this last few hectic days between t 


we got started into this agreement and when the letters of Janu 


were finally exchanged. 
That was a period of very ntense activitv In mv irticulayr 
because the last few davs, if you remember, of authority to sel 


under the Ship Sales Act—— 


Mr. Wercuen. I am going to bring something out later { 
W is done In the last rew davs, It Was ] ithe De | iz. I th 
have learned about t SlInce, Very pe ul ! Ion | CP Omen! | 
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that at that time there was a very elaborate procedure in detern 


were already in existence on which money was due, | am talki 


ihe subsidy of the two companies. I hesitate to tell you just wh 
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Mr. SHELLEY. So the staff down there can go out and find ho 
torpedo it ? 

Admiral Cocnurane. No, sir, but I think when one handles a p 
lem as crystallized as this you have, I think I may use legal langu 
badly, a true bill. 

Mr. Suevtey. That applies in indictments. 

Admiral Cocnurane. I stand indicted then. 

Mr. Ikarp. I would like to ask the counsel another question. 1 
a moment ago, in response to Mr. Weichel’s question, you answe! 
that you were not familiar with the evidence in this case, and 1 
1 asked you if you meant the evidence in determining the foreign 
and you said, “Yes,” I believe was your answer to that question. 

Is it you opinion as counsel that the findings of the old body, 
the new one either, under the law, are conclusive as to these matters ? 


Mr. Greener. I think a very real question is raised as to whet Ke 
or not the findings of the former Commission as embodied in t ( 
minutes and as they subsequently ripened into the contract with Exp: . 


are not conclusive. 
If the action be legal, then it would seem to me, in my opinion, t \ 


those findings are conclusive and that the former Commission exhat 


ed its jurisdiction when it took what it purported to be and was me I 
to be final and conclusive action. 
Mr. Ikarp. The point I am getting to is this: In the absence 10 
fraud, of which there is no question in this case, would their findings 
conclusive ? hi 
Mr. Greener. If illegal, they could of course be reopened. W 
Mr. Iixarp. If illegal. I am speaking of no question of illegalit 
by way of fraud or anythig of that sort. Maybe it was just a mista ! 
in judgment. That would not void a contract, would it? re 
Mr. Greene. No, a mistake in judgment or an error in the me 
would not void a judgment. tr 
i 


Mr. Ixarp. The fact that they did not consider what another d 
partment of the Government—— 

Mr. Greene. Would affect the validity of the resulting contract 
the findings on which the contract was later based. And there 
substantial author ty to that effect. 

Mr. Ikxarp. That would mean nothing, the fact that one depat 
ment said that this finding is not good because you did not consid 
this, that would be of no weight at all in voiding the contract ? 

Mr. GreENE. Except for the powers of the Comptroller Genel! O} 

Mr. Inxarp. I am speaking of the strict legal sense. I am talk 


as 1f you were in a court of law, say, Export were in a court of 1: g) 

attempting to enforce this contract before the redetermination agré ut 

ment was entered into; in fact, it would be doubtful whether you co 

even introduce evidence as to whether or not—— U1 
St 


Mr. Greene. I think it would be highly doubtful. 
Mr. Ikarp. To go back to the findings of the old body ? 


Mr. Greene. That is right. As I say. there is a substantial body « 
authority It is not too clear. There is the doctrine of exhaust re 
of administrative jurisdiction after an agency has purported to tr 
of 


finally and conclusively upon an issue before, and that the su 
cessors in office cannot go back and reexamine on the merits and r p) 


verse the decisions of their pre deres “or in office 
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Mr. Greene. That is the way you remove the barrier, sir. Do | 
know what the barrier is? 

Mr. Suectitey. Wait a minute, one at a time. 

Mr. Weitcne.t. How do you remove the barrier? Cannot you 
move it if you put it up yourself ? 

Mr. Greene. Mr. Chairman, could we first define what is the barrie: 

Mr. WEICHEL. We developed what the barrier is I am ask 
you if you erected the barrier, as they said, why cannot they ren 
it themselves or walk around it ? 

Mr. GREENE. Because I do not know what the barrier Is. 

Mr. Weitcner. Have you been here all afternoon ¢ 

Mr. Greene. Yes, sir. 

Mr. Weicuen. And all during the hearings / 

Mr. Greene. Yes, sir. 

Mr. Weitcuer. How long have you been counsel ¢ 

Mr. GREENE. Since January 50; deputy counsel 

Mr. Wetcner. And you do not understand what the barrier i: 
all of this? 

Mr. Ikarp. Will the gentleman yield ? 

Mr. Wretcnen.. You say you do not understand it. You can answ 
that “Yes” or “No.” 

Mr. GREENE. ‘That act does not say anything about barriers. 

Mr. Weicuen. <All the testimony that you have heard here, a 


rom all the sources you claim, from all of that you do not unde 
f lt , 


stand what the barrier is? 
Mir. GQreENE. That is correct. 


Me. lxkarp. As | asked you a while ago, what we are alluding t 


f 
— 

4 

f 


here, at feast mn my mm na, are these two sets of findu ys, one of wh 
it least has some positior and the latter a somewhat dubious POSIIO! 
at least, it beclouds the issue. That is what 1 assume was in my m 
l, like you, am a little vague about what the barrier is, if that is of a 
ion to you. I assume that is what it is, and I assume th 
your ahswer a while avo was an explar ition as to how to remove 


that the or ly way that { could | ‘removed wou dl be to heat adaditior 


" Pe ] . +] ; " . +5 ri > ] 
evide e thiat Would Clarify the issue to whe ? Ome Gelnite nal 
ae . 
could be made, 
Mr. Greene. To answer vour question. and perhaps to define wl 


the barriel means as we have used it here 


Mr. Suettey. May I interrupt, Mr. Greene? Do not make it t 
iOnLw’, if POss ble. | know that is a very difl ‘ult req iest to address I 
an attormey. They are quite prone to make long explanat Ons. Th 
was two bells. 

Mr. Greener. Section 705 makes no vessel constructed under t! 
pros ons of this aet. as amended, be old Dy the Commission I 


operation in the foreign trade for a sum less than the estimate 


foreign construction cost. 

We happen to have now two estimates of the fore on constructl 
cost. ‘The second estimate, in my opinion, is not frozen forever 
Hay come | 


concrete, brut On the basis of hew evidence this Board 
. > diseussion th 


with a new estimate. I assume for purposes of this 
the new estimate would be controlling, althon oh I have raised tl 


questio} iS TO the barrier 











Mr. Sunetitey. Right there. Then could t e Board 1 meet 
remove the barrier, whatever it _ in tl 
itement’s today that | he has enoug 
Mr. Greene. In my opinion, the Board could meet immed itely 
consider the new evidence. 


immediately 
ght of Mr. Slater’s 


h evidence ¢ 


Mr. Suetiey. Is the Board prepared to so do, Admiral Cochrane? 
Admiral Cocnranr. May I consult with the othe il f 

Mir. Suectey. Go ahead for a minute. 

Admiral Cocuranr. Personally I am 

Mir. Suencey. Is that agreeable. Mr. Gatovy 

Mr. Garov. [am willn ne tocons (ler new ey 

Mr. Sueciey. Mr. Williams is not here. 

\dmiral Cocurane. This is a quorum 

Mir. Sieuiey. The meeting is recessed until J lay moi or at 
. Mi. Be which time Mr. Lindsay Warren \ a here | the 
untime I think this Federal Maritime Board can proceed to take 


ne steps toward removing “the barrier.” 
Wh I ‘Upon, To. Zo }). ikon the meeting’ was 1 ( ( ! 
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REDETERMINATION OF VESSEL SALES PRICES OF S. S, 


A 


“INDEPENDENCE” AND S. 8S. “CONSTITUTION” 


TUESDAY, JUNE 17, 1952 
House oF RepreseNTATIVES, 
SPECIAL SUBCOMMITTEE No. 3 To Review 
REDETERMINATION OF VESSEL SALES Pric) 
S.S. “INDEPENDENCE” AND S. 8S. “CONSTTI1 
OF THE COMMITTEE ON MERCHANT MARINE AND | 


Che S} ecial subcommittee met, pul ) : 

ym 219, Old House Office Building, Hon. John F. She 
f the subcommittee) presiding. 

Present: Representatives Shelley (presiding), Murphy, I 


Weichel, and Allen. 
Also present: Hon. Herbert C. Bonner, Representative from N 
Carolina, and John M. Drewry, chief cou 
Mr. Suevtiey. The special subcommittee of the C 
Merchant Marine and Fisheries will come to orde1 
We are very happy this morning to have the Com] 
e United states, Mr. L ndsay Warr nh, rormel 
nguished Member of the House of Representatives, wit | 
Mr. Warren, I am sure you will feel right at he 
use I understand you at one time served as a me! 
mmittee when you were a Member of the Hou 
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if collection is made in accordance with the latest official d 
d or the Ma 


or realizable 
in cases already acted upon by the Federal Maritime Boat 
ministration, are Summarized: 


1 


in allowances for 


Construction-differential subsidies: Reduction 
m of two 


subsidies and national defense features on constructii 





passenger vessels $10 
Operating-differential subsidies: Reduction of about 8 percent in 
subsidy rates for years 1947-48 2 
Sales of war-built vessels: 
Billing of desirable features 
Increase in charges for cost of refrigerated cargo spac l 
Decrease in adjustments allowable to preact purchasers of ves 
sels due to a downward adjustment of trade-in values ( 
Recovery of excess amounts allowed to preact purchasers of 
vessels due to errors in calculation of adjustments 
Charter of vessels for use in domestic trades: Increase in additional 
charter hire by adherence to original charter terms ) 
Savings in administrative salaries: 
By reductions in accounting personne! 
By use of available personnel in lieu of hiring additional help 
o overcome backlogs 
Total ee tf 


Additional savings of as much as $4,000,000 on construction-differentia 
sidies may result in the form of reduction in subsidies granted for reconditi 
it of recomputation of such subsidies already order 
the Federal Maritime Board Further additional savings of $1,500,000 m 
realized in certain cases now pending involving the retroactive applicat 

definition of “capital necessarily employed” in the administ 


of vessels growing oO 


a revised 
of operating-differential subsidies. The extent to which all of the fores 
the extent to which those affect ng 

information relating té 


redeterminations have been finalized, 
operators have heer accepted, and other general 


audit work are commented on in the following paragraphs 
MEASURABLE BENEFITS 


Construction-differential subsidies 

of the construction-differential subsidy program 
irregular procedures, inaccurate calculations, and unjustifiab 
language, excessive aid in the amount of al 
19 to three companies for the cons 


disclosed 


A review 
because of 
eral interpretations of statutory 


$25 million was authorized in 1948 





of six large passenger vessels Our reporting of the situation has led to 
corrective action being taken by the Administration, but all savings cannot 


determined 

The purchaser of two of the vessels agreed to accept a redetermination 
mr construction-differential subsidy and national defense fi 
the vessels to the Government The subsidy rate for thes¢ 
the Federal Maritime Board to be 27.07 pr 
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allowances 
or to return 


Is has been redetermined by 








Vesse 
rather than the 45 percent rate allowed by the former Commission. The 1 
tion in subsidy granted amounts to about $9,200,000. The Board has disa 
“third-class passenger space” and certain bulkheading as national 4d 


features and made certain adjustments in allowances previously grants 
other items This action results in a further reduction of about $1,400.00 
the total allowances granted The redetermination of the subsidy rate alloy 
on these two vessels substantiates 
been granted by the former Commission 
return the vessels to the Administration Nonacceptance of the vessels. hi 


ur contention that excessive subsidies 
It is possible that the purchaser 


will raise a question as to whether the purchaser is entitled to continue to r¢ 
f f; to meet vesse] replace 





t il subsidy because o aliuy 


in operating-differenti 
requirements 
The purchaser of the “Superliner” 


has refused to enter into any agre 


pro il for a recaleulation of the authorized sales price of the vess 

position of the General Accounting Office on the invalidity of the original e 

het wee the former Maritime Commission and the purchaser is set fort 
the Comptroller General’s decision of May 27, 1952, to the Secret 


Commerce, 
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the interested congressional committees and the Bureau of 
Hearings were recently held on this matter by t 
mittee ¢ 
coinmenced proceedings toward forfeiture to 


owned by one of the corporate croups investigated 


If this 


Intern: 


the Senate Perma: 


mn Investigations On November 9, 1951, the Departmen 
the Government of 


tion is 


the Department may institute criminal action toward exact ng severe 
from the individuals involved Facts developed in cases investigats 
Strate the need for further investigatory work bv thi Administra 
citizenship qualifications of other vessel purchasers Eventual re 


this field cannot yet be estimated. 


Reorga ation of former Maritime (C 

Our reports on maladministration and improper delegations of 
tributed in no small way to the realization by the Congr tha 
Maritiine Commission should be reorgan Ze fhis congressior 
Was a significant factor behind the promulgation and approval of R 
tion Plan No. 21 of 1950, by which the Federal Maritime Board ind the 


Lio 
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Administration were created. This plan was put into eff 


t 
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on Ma 


Since that time, in addition to the appointment of new board member 


the principal positions of the Administratior 
of individuals from outside the ranks of the Maritime Com 
Othe hevne fe 

Ver Significant benefits have resulted fror ur audit being 
and on a site basis The poor quality of the voucher-verif 
gency voucher-audit staff was apparent in the early st: 


This led to the instruction of the voucher-audit staff and the 1 


to the staff, of written detailed procedures 


have been filled ! 
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‘ovision 


and other reference 


enable the vouchers to he properly verified prior to certification fo 


The resultant improvement in the quality of the voucher-andi 


the ne eSSity 





for exceptions by our Office Other problems have been 


promptly and given the attention they merit When errors have be 
we have arranged for prompt corrective action without thi necessity 
formal exceptions and have I ded as I S ag . he e¢ re 
( errors his pr Ipt action | des ‘ pli 
hich y d he taken because of reps f the s e ba 
ould 7 I sible if the audit wet ! nduete ent 
hac my ng. bot to the Ad nistra iI " ir Ottics l 
of the 1 f f exceptions is significant 
Even ( ! t t than the collecti ! le 
ranudit ! uta effect of an ind di Gel 
I Offics 3 oAl wen of the Congress reve ng 
a { ‘ tre! thening HNLressit l ( st 
CONSTRUCTION DIFFERENTIAL SUBSIDIES 
Mr. Warren. The initial findings of the new audit ero 
ignificant that on July 11, 1949, I sent a special report to 
° 1 . ‘ ° ° e . . 
questioning the Maritime Commissi s determination of 
tion subsidies and national defense allow mces for vessels } 


structed for sale to three shipping linn PS On applications uy 


two vessels, the steamship Jndepende? and the ste; 


tion. for the American Export Lines, Ine.. which T u 


specific concern to this subcommittee. 


As you are aware, title V of the act authorizes subsidis 
the COT truction of vessels to he used by Uy ed ti 


of the Merchant Marine Act of 1936. Included an 


essential trade routes in foreign commerce. The purpos 
. 1 . . , t 
American flag owners on Aa compet tive Toot ne supstantia 
that of forelo flag ow ners t] rough pavment of he li ff ( 
domest C al cl foreion construction COST Phe b dy may 
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the function of the ageneyv involves the 
discre 
to the same extent as are private litigants 
not authorized.’ 
involved an 


properly construed and how the 


involved and appellate review is 
the statute in the W 
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contracts covering that vessel and the steamship Constitution, ' 
on the previously determined subsidies and national-defense pay) [1 
with a provision for- if 

P , Ld 
a redetermination of the vessels’ sales prices, in accordance with * * . 


Merchant Marine Act, 1936, as amended, as of the date of the Comn 
grantof * * * subsidy to the buyer 


The contract grave Export the meht within 30 d vs to reject the 


termined prices and terminate the agreement, in which event the 
sels were to be returned to the Government and Export was 


charter hire for their use. Also. Export’s operating different | 
sidy agreement provides that if Export rejects the redetermined . 
prices, the operating subsidies shall terminate automatically L) 
ber 31, 1952. 
On February 20, 1952, the Federal Maritime Board redeter 
the sales price of each of the vessels at approx mately S19 m I 
including escalation for increased costs. The recomputed sul ' 
amounts to 27.07 percent, compared with the earlier 45 percent | 
Costs of third-class passenger space and certain bulkheading ' 
1) percent of the allowances for national-defense feature i 
thrown out. The agoregate of all reductions in subsidy and nati dd 
defense allowances amounts to $10.6 million. 1 
The final date for Export’s acceptance or rejection of the reck it. 
mined prices has been extended several times. I understand the | e 
late to be June 30, 1952. ne 
‘Two things, above all, must be kept cleat ly in mind. The aut the 
ity and the responsibility for redetermining, in the first instance, ley 
amounts of subsidies and allowances for national defense feat ! 
n accordance with the Merchant Marine Act of 1936 rest wit! =f 
Federal Maritime Board, and nowhere else. But at the same t V] 
t is the dutv of the General Accounting Office. as the agent of i, 
Congress, to review such determinations to make certain tl e) 
not made contrary to law or adverse to the public nterest, al ‘ 
take posit ve steps to prevent or correct determinations whiel 
not made n accordance with the law. Nothing | ts transpired (36 
the date of the special General Accounting Office report to mak ) 
change in this respect. The Board appointed a special committe 
review the sales contracts for these vessels The ecommittee’s rey 7 
was formally accepted by the Board in December 1951. but 
not contain recommendations as to what the sales prices shoul Bas 
It did, however, discuss methods for mak ne foreign cost estimat 
One of the methods Was followed generally hy the Board In its re ’ 
termination of the vessels’ sales prices, The Board held extel 
hearings, briefs were subm tted. and counsel he ld A oreat den 
evidence was received, and both Export representatives and M x 
time Administration taff had fi I] opportunity tO support their o 
ealeulations of Vihat the subsidies should be. The Maritime \ 
ministration staff submitted a figure of 27.07 percent for the 
sidies, which was unanimously approved by the Board as being b 
on “the best estimate of foreign construction cost of each of the 
vessels as of August 11. 1948. that can 1 be made.” The B ; 
Purther ited t if the estininte ba r ( ( \ 
rormaty \ le at this time 
(venernl Lecco ne Office represe) itt ( thie 1} 
earl () wditors ive reviewed the ( of e M 
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1e Administration and advised me that tis as ace rite nh ¢ ite 
roreign constructioh cost is Cull bye made on t he Pils ol mVvarlinbie 
formation. ‘The auditors have reported, also, that the Maritime 

Ldministratior has made a determined effort to obtan ull } ( 
{ . ‘ 1 . ] Lil . | . 
rormation.,. le practical IMpoOssip lity of making m itely p 

ot 


of construction differential subsidies is, 
ognized by the law. The General Accounting Office audito ive 
l th: he Board determination in these cases “{ 

within the meal 


dete] mihnatiol 


i reasol able estimate of cost” 

rehant Marine Act of 1936, as amended. Accordingly, a 

ne, the only legal price for the steamship /nd a ( 
imship ¢ that fixed by the Federal Mat me B 

POS N Y I RD 

I find it diff { nderstahe the pr tion W ’ ‘ 

the hie hey Ol tlie B il turing hese hearing W 

their own redetermination of subsidy and national-detense \ 
ce th expo tT Cast | rt the opel gr of eSt i vu l 

| been no rvestion that the procedures followed 1 xy the 
determination were not sound Ol propery; nor thas { re et \ 
iwgestion that the Hardy subcommittee and the President were 
requesting an illegal review of the prior determinations, But now 
e have the members of the Board coming before t ibeomm ( 
nd 11 effect rt puciating the r own action. Y et tw member of 

hat on the ba of 4 


he Board have test fied, I ounce 


ence presented both by 
need” that the resulting figure constitutes a f x r 
timate of the foreign cost of these vessels W \ ( 
mine wrote a coneurring opin to the « on ot e B 
| bruary ) he ¢ | fact. approve tli 
nati I Oo i i reasonantre ¢ : 
eaning of the Merchant Marine Act of 1954 
Phe Chain n of the B ra Adm ("< 
eneral \ Oo / r ()f} , 1\ } ve heen recs. or 
ther Tor the bsidy deter iti that \ | 
1 i | nen \\ 6 nave hee? \ ol nT a ( 
vara Was ! id for the prov ons of lay rovernll ete) 
ito! The! | | hie tat neoly i ept | 1] res} i 
fluence. I should point out, however, t] pr 
11 Accounting Office attended the open hearing eld 
er a period of some months in this case at € CX] of 


M uritime Admn istration. 
+4 ] tt, ed | o 


eo 
Representat Ve of the Hardy subcom} ef 
tent of our ] ticipation 1 those heat ng was merely t t | y and 
ten. Of eourse. possibly our presence mig! e been ce rued 
nfl é e 1 po Live Board Oo! { I t] If 9 I aa | I t ( 
y tor that flue? e, | 1 | hie thea init ( ( 
{] ence i\ r bee) exer ed by ny of in yo } 
It is my nael nding that the mill l ( t , 
ra | ot tafl were nfl d rep ! , { 
\ecoul ne Of r ( ne f | \ i t r 
' ' ne Alia eX I | 
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I 


In my special report of Julv 11, 1949. Under date of Octob: 
1949, General Flemine. t 





ien Chairman of the Commission. had 
vised ne that he had under consideration the recommendation O] 
Hardy committee that the subsidy contracts “be reviewed ay 
possible action taken to prevent excessive expenditure of Gover 
tunds.” General lemming stated in that letter 


Before participating in action on the matte esse 

personally be adequately acquainted with the past Con n actions 
the relevant record, and the legal and equitable position of the C% ! 
the premises Accordingly, I have already directed the preparation and 
mission to Ine of a special report. You will readily understand that until |] 
received and considered this report, S not pra f n ( 
recommendation to which you refer or the course of act " be 
by the Commission 

General Fleming also indicated in that letter that thie House ( 
mittee on Merchant Marine and I: sheries ce templated hea hy 
7 ] 7 ) e } 
the Hardy report and that he might defer indicat ne his cour 

. af , . } , ’ 
action until that committee had an opport nity to hold such hear 


In the above mentioned letter of An 1 19, 195 . 1 referred 
statement by General Fleming during the | 


a eCPAPINGS on the i depe 
offices appropriation bill for 1950 to the effect that he revarded 
prior determination s of the Man itime Commission to be propel 


adequately supported, I put this question to General Fleming: 


While I have had no further advice fron you directly on this matter, 
correct in assuming from the above unequivecal expressions that the ¢ 
mission—as now constituted and after approximately 5 months’ revic 
itions as lawful and proper it I] t 


} } respects? 
| } i il } | 


SO here would. of course. he no occasion or basis for the 
, a , l , asi ‘ 


considers the original determin: 
Commission to furt 
consider recalculation of the subsidies and defense allowances However 


view of the time which has elapsed and since consideration 1 ust still be g 
such action as may be available to this Office under the law t protect 
interests of the United States in the event the essels should be sold illeg 
I should appreciate ir advice as to the present position of the Comr 
in this matter 

I received a reply dated May 3, 1950, enclosine a copy of a | 


addressed by (7e) e! i| lem he to the Pre (ent of The as ted ssta 
That letter, dated April ‘- L950. 7 si] ould like to rea nif t | 


i i () } rt 

at this point 

I e received your letter of M: ! » LO | ‘ 
Novernbe 21, 1949 © in which \ ke t +] ‘ ‘ 
with the Attorney General to fae tate his re p f eg — 
Ine! hed im Chit urtl termediate report « ! I] ( mittee 
penditures in the Execu e Depart ‘ S 

IssSion re Ose itives ha been in col ( Ww ‘ bers 
staff of the Attorney General and have furnished to that i copie ) 
Commission records, in uding the transcripts of the (Commission nes 
relating to the matters considered by the House committee. and a letter 


been directed to the Attorney General, as was inform: 


setting forth the basi upon which the Commission considers that the ere! 
tions and the award under disk ssion were not m <¢ ‘ of th law All inf 
mation requested of Commission representative the Stall of the Att 


General has been furnishes 


I Colly nee wit! he directions o oO ‘ iN ‘ l, 1949 
( n | en undertal ppraisa 
d he s tier ! the nny itions nile a ‘ 
or to be executed I Commission also has bee f ed further 
(ié ‘ f the ot Cts of 
Tl ‘ j ! es | et I " ! l l ; ! 
dified ! ( ll take s) 
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We would like to get vour views on that situati: 
time. That is aside from vour presentation, but 
tions on the presentation we may take some til 


10 or 15 minutes, if you could give us your views. 


Mr. Warren. I understand. Mr. Chairman. tha 


are asking if the General Accounting Office, for in 
to abrogate any contract which the Governmer 
Mr. Sueriey. Not necessarily: no: T am not 
but if you wish to answer on that basis, that isall1 
that would be pertinent to the general 
Mr. Warren. My reply to that is th 


It is necessary in the audit of the financial tr 


rious agen 1eES ot the Government W hich the Gener 
makes to determine whether they have been carri 


with the applicable provisions of the statutes. The 
urally involve contracts. It is the policy of the 


STITUTI 
mm, 1f possible 
i we get 
ne. We 
mut bye ve | 


Office. As if of the eourt . to wive due reevar | te e admit 
interpretation which has been placed upon a lay It only 
that administrative interpretation learly in error that the G 
(Accounting Office undertakes to interfere with the contract 
rangements made by the agency. This interference is ot vol 
on our part but is our duty under the law. The provisions 
Budget and Accounting Act a 19] rine the cde ons of the 
eral Accounting Office so far as concerns expenditures of publi 
bir di i Updo! t | e executive brat *h. Wi] elie ver Conere > cde ile 
it would be desirable in the public interest t fer upon ai 
final and conclusive authority to make deter tions regard 
lic expenditures, the authority is spelled ont in unmistakable lay 
Instances where this has been done are outlined ed nd ¢ 
97, 1952. 

I should point out also that the law confer por en 
department and disbursing and certifving officers the right to 1 
an advance decision from the Comptroller General nany q 
of law involving a pavment to be made by OT nadert 

Mr. Suretiey. Would vou read that portion agwain,. please ? 

Mh Warr N. ‘| he Is \ conters wmpon thre ead f dep 
and disbursing and i dh ips the right to request 
decision from the Com ptrolle >General upor q tion of 
volving i payment to be ss Vv or under the 

Once such a decision | er ee { h or 0 
eral Account ing Office as well as upon the agency. 

So, in direct answer to your question, the General A 
Office has Pa final authority. in the absence of specific I 
vision othe rwise, to de rmine whet! era con f ! mito 
i ange tact rh sah 101 of law. Where miract do not. so ce 
he General Accounting Office is required to take action to p 
‘Nea | expenditure nd r uch conti { oO re ver i 
at ry ! | 1) v | \¢ hee I 

As J ed. t] responsibilit eG ral A 
Offi te to the ti tions of all ve] 

} ext ed nee ts creat ! ! | {fi alti 
1 ot of the exereis f of eG 
\ uit () but be f : 


Vi 





Mian time Ce ! on paid due regar othe 1 ‘ oO] ( 
] : - 4] | 1 J.¢ ] 
the determination of the subsidies and national defense allow 
11.7 1 11 } } } 
. there would have been no trouble in ft sul que audit by the 


ral Accounting Ollice. If the former Maritime Commission had 


en coast ¢ along, never expecting their transact ns to be scru- 
i b\ \ tsidle Ag it would have requests C < ptroll 
ral ( iny doubtful questions of la ul u { id 
tration of tiie Merchant Marine Act Phat é 1 ec ( 
ed ( er Gover! it agencies Iso, 14 (om! 
( i in atti le of utter disregal | for t t ( I 
pee! O reful formulating nad enrol 0 I ( 
- i 
ror carry | til b ly functio 
e Genel! \ ountving Cities not Lif { | ( 
il report of J L949, tha recone t 
\] me € ( \ 
{ \ j t ‘ ‘ 
" ce nt re 
\\ not atte it that time to decide whether anything could be 
to prevent these excessive payments but merely rec ended 
the Commiss OM CX] lore ever) possible means Of stopping these 
SS1iVe pavi ents, However. the Hardy subeor mnittee ad | recom 
1 that the contracts executed o1 to be executed with the operators 
each of the three cases 1! volved mn mv spectat report, neluding tne 
| port Lines « ise. be reve wed and il] DOs hle action t ren to prevent 


ssive expenditure of Government funds. Of course, such actio 


iinet i@ Not ¢ yreview oTttl subsidy conti | t re ny | 
of the subsidies, if permitted under the law, as that the only 
the amount of the exces could be determined. Also. in his letter 
March 30, 1950, to the Chairman of the Maritime Commission, the 

x dent Said 1 il he hoped the Comnil Ol woul & re Whe ore 


iW f 
Mr. Casey. Could I answer that 
Mr. Wetcnen. Yes. Anybody. 
\[r. CASEY. We were never asked to nterpret l it la uae The 
ter was sent directly to the Maritime Com on bv the President. 
1 understand it w is test fied here last week that the Maritime Com- 
sion did have some 1 formal conferences with the tat « the 
Vi ite House, ar ad I believe that they took the action they d d after an 
lerstanding. as to what the word “correlative” meat 
Mr. Weicnenu. In other words, it meant that whatever m } 
d coming under existing contracts, which they testified it should be. 
il they determined it, and that they should 


; , 
riyt nder the contract @ 


ey should not pav unt 
ike them waive their rig i 
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Mr. Casey. Yes: we give it to them. 

Mr. Suriiry. Let me ask another question right ther 

On whom is the responsibility to determn e whether a cont 
entered into between any de ga nt of Govern ment and any pr 
citizen or private corporation Is alid ¢ ‘ bin lin cr, the Attorne 
eral of the United St ates or the sounest of the departime) t, 
eral Accounting Office, or on the Solicitor neral of th 
States: on whom does that responsibi hee rest unde slaw ? 

Mr. Casey. Under the law I would say that it rests at various p] 
at different times. By that I mean it is the reco: ed responsit 
of Se Serene itself to mak > what they consi idler to be valid 
crs In the making of t hose contracts he Cit the opinior 
the own general counsel. It is ther ie duty and responsib 
of the General Accoul ting Office to audit a x naliture 
under those contracts. if they feel that the interpretation of t] 
that has been plac “d by the admii nistrative irencv 1s ¢ early 


it is their duty to t: ake exception to that payment. 

The exceptic nto ti hat payn ent is bi cl ne on the executive 
of the Government. They are required to honor that exceptior 
collect that money back that has been pare out illeg: lly. ‘peelee 

person from whom it is collected | back questions th il decisio 
has the right to go to the Court of Claims and ue to gel that m« 
back. 

At that porn t becomes ne ut f y \ttorney General of 
United States to defend the case and the duty of the court to de 
who Is right. . 

Mr. sag HET When vou file mnt payment that 
been made, then. with reference Vv future m Ne) “coming to t 
same say from anv other source whatsoever, from the Gov 
ment, are they ob] gated to use you eption a offset and hr 


it to court ? 


Mr. Casey. Ye 
Mr. Weicue. 
Mr. Casry. Ye 
Mr. Wericnen. 
Mr. Suenviey. 
eall they 
so that t] 
row morn! 


{ | nere 
] ] 
| 
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KEDETERMINATION OF VESSEL SALES PRICES OF S., 8S, 
“INDEPENDENCE” AND S. S. “CONSTITUTION” 


WEDNESDAY, JUNE 18, 1952 
Hows REPRESENTATIVES 
SPECIAL SUBCOMMITTEE No. 3 To Revi 
ReDETERMINATION OF VESSEL SALES Prices ~ 
“INDEPENDENCE AND S. S. “CONSTI! 
COMMITTEE ON Mercuantr Marin Np FIsiHEerres, 
1] » 4 


The Sp Subcommittee met. put we 
.. in room 219, Old House Office Building. H s 
airman of the subcommittee) presiding 

| presiding), M vy, I 


Present: Representatives She 
Weichel, and Allen. 
\lso Present: Hon. Herbe 
te of North Carolina: Hon. William K 
mmittee on Merc] Mar nd Fishet 
e, Chairman, Federal Maritime Be 
Federal Maritime Board. 
Mr. Sueiitey. The meeting of 1 yecla 
imittee o1 Merchant M I l ( { TT] f R 


tt. & 


‘fr 
’ 
ant 


TATEMENT OF LINDSAY C. WARREN, ACCOMPANIED BY FRANK I 
CASEY—Resumed 


YATES, FRANK H. WEITZEL, AND RALPH E 


pic ro ft I l | 
Lf l iered | , 
Mir. Warren. Yes. we did 
Mr. Ikarp. I] your pr | Gg V 
Ived—as I ' dt MI \I \ 
1\ | e ¥ Cl ( it 
I believe, termed, e or 4 hnding 
iS it tter of | y in yo vi if 
( der te og ¢ 6A I say 
ur” I mean the GAO. 
Mir. Cast lay la ( o 


y. May 
Mr. Ixarp. Ye 





+ 
}] 


Mr. Ixarp. I 1 
Mr. CasEy. 


hether it me the 


| Lit 
p. What do you 


ce t ubst: 


LV, “You did 


Casry. Mr. Ikard, I might poss 
‘are many statutes applicable to t 
bodies that. for example, say that 1 
ased upon substantial evidence. 

Mr. Ikarp. We all know what substant 

Mr. Casey. That, too, is indefinite. You have a certain mas 
evidence and it 1s up to someone to decide whether it is substa: 
evidence. Of course, the administrative body in the first insta 
might decide they had substantial evidk nce, but the courts time 

n have reviewed that evidence to determine whether or not 
fact substantial evidence. 
r. Ikarp. Yes. 

Mr. Casey. In this particular case we have a statute that requ 
convincing evidence. Now, our position is that while one comu 
sioner might be convinced by 2 certain mass of evidence, anol 
commissioner might be not convinced by that same evidence; 
nevertheless there is a boundary beyond which this evidence must 
before it can be considered by anyone to be ‘con 
other words, it is exactly the same as if 
could not be found guilty of a crime w 
cient to convines beyond 2 reasonable d 

mine whether that evidence was 
a reasonable doubt. but the case coul 
by the judg because it doesn’t meet t 
vss beyond that boundary. 

Mr. Ik inp. I don’t want to vet into al 
philosophy of law in the matter. But w] 

yf policy does the Gene! 
l l ind review the diser 
Maritime Cc 

We could talk here at 
ponderance i 
the policy, not the 

Mr. Casey. Mr. 
in is that essenti: 
plied with. 

Mr. Ikarp. That is right. 

Mr. Casry. In this case the law says the Commission shall posst 
convincing evidence. It does not say the Commissioners shall be e 
vineed: it Says they shall be in possession of cony incing eviden e. 





\ f { " rl 
\ 
\ 
, | 
{ i the 7 
{ ( rhno rr i 
i ec | 
| | 
Ixarp. Ini ma. Tey 
the ty \ () 
eff ( 
ie] ‘ ne i 
i the ( Ol 


I) Lk RD | cit | 1 ae) Wi t | ? ty Oo ( 
I ¥ | oht iV. f the tl or yc af { Se 
itter whether we would be cony need by t ol { é Oo i not 


tion it legally. 
Mr. Ikarp. That is what Iam trving to get at. 
Mir. CASEY. We do not substitute our iudoment and do not review 


discret ok that standpoint We only 1 t 4 thie 
dpon of whether or not the d reth s based uy the sta tory 
lards and based upon 
\I IxArp. Her s what troub L me I Mh W ( { 
esterday I recall it, he said it was a matter of 
t revi the matters of disere of I} itive 
| then we come along and the inference is I 
e, that did revi the matters of d ! f | 
oO! 
I I ! t r to dete 


») do to preve t the . . { Fr ly { + + mnNcoreacc In 
r word . T tive Marit me Commissi - teatyrts d sai P it no 
dy he o } ed over pO pe een T nad t e Mar | ( om “Slo iad 


| ( Oo?! ’ ou 4 nos ’ ot ( } na ey ley e 
{ differential orhy than 221 ner ; 4 \f Case said. 
( pT (re) j oft Ve ry; ‘ i }, e Ey dence 
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mission be in possession of convincing evidence. And the leg 
tive hist ory of the 1936 act showed that (¢ ‘ongress WAS \ ery rely 
to grant any subsidies in excess of 3314 percent, and that it req 
more than just the usual exercise of discretion. 

As Mr. Warren’s report of 1949 pointed out to the Congres 


Commission was not mn possession of any evidence, convinel 


otherwise, and not even its staff was in possession of evidence \ 


could have convinced any reasonable man; not the Comptroller ‘ 
eral but any reasonable man. 

The Commission’s staff agreed at the subsequent hearings that 
calculations upon which those determi ons were based were w 
less because they were not even mathematically ound. 

Does that help, Mr. Ikard ¢ . 

Mr. lik Arp Yes. Now one point vo mentioned there. I hay 


idea what they or ginally considered : I am not familiar w th ft 


and | nm trving to vet the facts that the on oO nal (‘Commissio} 
sidered. Then it was your position at that time. or at the time 


questioned the legality of this contract. t it. effe t. there was a 
ally no evidence tosupport. Am TI correct in that 
Vir. ( ASE Y, I di not t! nk we SHA d there Wil rd) € dqence Oby ( 


they had some evidence. and obviously that evidence ¢ me ww 
scrutiny by both our office and by the Hardy committee. 
It was pointed ont, however, that the evidence was so replete 


inaccuracies and unwarranted assumptions that it could not pos 
meet the statutory criterion of convincing evidence. 

Mr. Werrze.. I might point out, Mr. Ikard, that we did not i 
orig | report of July 11, 1949, come out specifically and 
that the contract with Export was illegal 

Mr. Ikarp. You have never said that. as I understand it. 

Mr. Werrze.. That is correct, sir: but v muinend 


nai specia 


Comn on take all possible action to prevent ex ve expend 
yf public f i And t | I] ore I> 
did 1 omn d that ft review the ] 

nt t ( ( lw 
hy t { ! ‘ 

Ni ly » Mr. War I a 

Vp) ott i 

Nir. Wart () Vv" moplet 

\I lk : a inv ft Vv" F T pre 

lel | r ( | ( 

record that the thre ) M4 
Account x Of 

Mr. Warren. That orrect 

Mr. Ikarp. Y: Now. vol timated in thi tatement este) 
or it Ww i very definite 1) on that | { portions of it. 1 
there was some question in vour mind as to whether or not there 1 
have been in some of the transaction I do not think vou pinn 
parti tlarlv to these in question here { +t thara 1 hit ive 


evel fraud 
Mr. Werrze.. Mr. Ikard, we pointed out, I think, in the 
ment - 
Mr. Ikarp. You said in the audits of 1943 and 1944 
Mr. Werrze.. Some of our earlier audit r port 


Mr. Ikarp. Ye 


W 


i 
i 
\\ \ 
Li 
\\ 
\ 
| Ix ) i 


Warren. \V 


_ Ik ) 
\\ 1 
( 
| l 
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Mr. CASEY. It W il] be a contribution. 
Mr. Sueviey. If it is evidence that 
oht as evidence / 

Mr. Casey. That is rig 
Vir. Warren. Correct. 
Mr. Suettey. All right. 

Mr. Werrze.. We might state, Mr. Chairman, 


1. contract 1s the only contract that the Genet 7 


ht. 


nigac ag legal at this ti } ‘t al er 
oOniZe is legal at 1S time, Dut 1t also recog 
| 


1 
; 


late pro tures agreed upon by the parties at 


t was mad 
\[r. SHELLEY ill you yield further, Mr. Ikard 
Mr. Ixarp. Yes. . 
Mr. SuHeiry. 3 point out there. Mr. We 
; me I know of that any doubt n 
‘edetermination was during thes 
e of the committee members, as 


*. SHELLEY. 
Of 


kes 


‘price 


I do know 


the General 





I do not want. : 
d discharge their respon 
( | like to know to me as Tar 
ybody concerned with it, this is a very bad situation, : 
at there ought to be something worked out to wher 
could make a contract for a vessel and know what their rig! 
the Government know where they stood in the thing. 
I would like to have your ideas, not about these 
that might arise in the future. 
Mr. Casey. For example, take nationa 
step. 
Mr. Ikarp. Yes. 
Mir. Casty. Because in the statutory langu: 
criteria as to what a national defense feature is. 
Mr. Ikarp. Right. 
Mr. Casry. And, of course, speaking broadly, anything you p 
a sh }) is a national defense feature been the utilit 


14 


» AI d that probably can be usec. 
| defen e feature he cause we are vO) 


t Nay 
nationa 
emergency. 

Mr. Suriiey. Would you yield right there ? 

Mr. Tarp. Yes spe. 

Mr. Srreviry. By that, Mr. Casey. are ye 
self as an authority on ship construction ? 


"ASEY No, SIP, Ul der no circumstances 1 
think » statute should be clarified an 
as to what a national 

ue, adopted ce 
idhered 
adhere 


+ 


out 


from them. 


I would not subscribe now, knowing what I do about this 4 


t} Nropositio1 speaking now person illv —that the t! 


later. ize irit? i 
has to be added to plat s and specificat ons or ginally adopted 


canse of the complexities that have been explained to me how 
got those plans worked out in conjunction one to the other. an¢ 
forth. 

I d thinl however. that the operator no committe 


(to re 
L1ti@ Wiikitt - ! erelai req 


some way, shape, or manner, to out 


1 


ments are for that boat before 
ment expense. 
] do not ky Ow how that 


wav of doing it. 





? 
' 
; { 
: . . P ( \ 
r (7 } , 
{ 
1] ( 
t rs’ ’ ‘ 
’ 
P , 
If MI 
operatot No 1 I { ( 
Vine 
i i = | 
¢ he pore y] l i < mest i 
ind you might well scrap t ( \I \ But 
eXi é mid ! 
t will e correct 
bly you ought to amend 
cls 
tiaras. 
\ ] P | 4 ‘ 
Vow, also I feel that so of ! es 
i , Hpary { o | 


for commercial purp 


ot know—I am not putting miyself « 
rating business either—but I t vi { 
yners fo Ame} boats Dy rea 
rs) fie P10 
ow son people 1 it ts 
7 on What boat Vare or 
2 I t] cc tnere al Ole { 
| aril yr iCyY il t 
nal ree ( 
lo also feel th | ta 
rition on the t of the Mar 
( } yf : that { 
7 « { ‘ t t 
j to t ( {) 
© L iW req 
e we render t t cle 
‘ id | il ( 
thev have only exe 
, whereas we passed d 
racts a vi il 
I W Rl Vay i ( ! é 
Ir. Sueciey. Ye 
Mr. V ARRI N. There has been Injected here t { { \ ts to 
whether or not a contract. one ene \\ 
hallenge contract every day ( { 
eral Accounting Office and predec rs, inde 
ree Washington. It i oht hntere I s Cotimiitt O Kile I 
two greatest wars in history were fought wit f uit and a 
i¥ 


llenge of the contracts by the Gene} Accoul g Othe 


When it was necessary that is. 
Mr. Ikarp. What basis were those challenged on—illega| 





oi2 STEAMSHIPS “INDEPENDENC! 


Mr. Warren. Illegal ty. The Genet lo 
have been Comptroller General has Ll back and put 
: at hier ei ie 
lat had eltier een erroneously oF 
paid out. That money was ewone 


It wasin the] 
and we got it back, 


the Treasury 8790 million tl 


hands of the re 
and if Was put nto the Treas 
Now, the contract for the atom bomb was in n 

var, and under that the 


General Groves, 


most technical deci 
at the end of it, in report 
on Atomic Energy, voluntarily placed 
splendid cooperation of t] (veneral A 


ne ] ‘ 
whole time that contract was in effect. 
ry week o1 that contract, 


We met eve I") 
tems, and those items were di allowed 
mitted under the contract. 
so if the General A 


l ‘COUT! aa 


r Office 
of a contract or the payment 


made under it 


LO ; ndit 1 d settle t} e Grove 
sactions. You had bette) 


tHemnic 
want an agency of the Congress 
financial tray 

Moar. Tian 11 musunderstood the question. Mr. W 
No one here or an - Ise. hink. would 


the l 


i 


and you are tt 


the only thing 


you vent lemy ! 


mMmeohe 


inde rece 
Committee recooy 
by thi vel 
defense 





r. SHELLEY. 


QO) fronted 


nthe Merchant Marine ( 


m sure ed ( 
i \ 9 t 
cr f ( l 

{} 

Meultye 
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ithe thi Dea 
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SuHeLLey. Mr. W 
ttee is sitting here 


iittee of thre recomm 
vy committee’ report. 


Weirze.. Mr. Cha 
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the comn ittee al d other 
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TTS Tri fir (| wy ! "¢ 
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ey develop a fan hiarity 
me of the problems 

» th rear ) { 
Marine ( tee t 
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\ I | 
iphra I \ { ' 

f ] f dhileos © ¢ 
? Ws ) } \ 1} SIT atie 
over-all application and 1 
| dustry # } son . nilttes 
rv Board on Merchant Mar 
talemate, and that ther 
ereste | ! b ld no Ve 
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Mr. Casey. Mr. Allen, as I understand the workings 
operating subsidy, I was amazed to find out that while it is t] 
fe ‘rence between the fore ign and domestic labor and subsistence ¢ 
ses, the results are sometimes surprising. For example, L liste 
on some hearings involving the American President Lines 
case on the Mike coast, and if they can establish fore ig) 1 COM] 
and be entitled to an oper itin ha subsi ly, then tl ey get the di ne 
on their oe expenses; so that it is going to operate to guarant 
a profit. 

I think, as I remember the testimony, that if the Ameri 
dent Lines had rotten all the business that the foreign Opt 
had for passenger trade in that route by the foreign freighter 
they would only have made—and I reserve the right to corr 
aa ty if my memory is faulty in this respect—they would o1 
Ih) ad ~ami illi on and a half more or something like that, where 
are entitled to something like $12 million in O} 
found there is foreign competition. In other words, just the ex 
of foreion competition vives them the right to the differer tial 
their expenses, which is obviously voll gy to operate to vive 
profit. 

Mr. Auten. Thank you. 

Mr. Sueviey. Mr. Ikard. 

Mr. Ikarp. That is all. 

Mr. Snevitey. Mr. Murphy / 

Mr. Murriry. No questions 

Mr. Sreniey. Mr. Weichel. 

Mr. Wetcuer. The other day, Mr. Warren, you said in your 
liminary statement, you had a great number of pages on w] 
did 1 the past with reference to the Maritime Commission 
is one thing. And then the last statement you made was w 
erence to det ying to Americar LE xport mone they had comit 
acontract. 

| understood you to say t] at whet vou make findings, t] 
Treasury stops payments to anybody with reference to mone 
are coming until that is cleared up. Isthat1 oht 4 
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Mr. Werrzev. LT would like to point out we do conx and 
Congress. We did in our audit report on War Shipping Adi 
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the Opinion. 
Mr. Wetcuen. When did you first fin 
Mir. Casey. When the auditors reportes 
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Mr. Weitcuer. What I am trving to get 
was not something stopped in this per od of time? 
mean. 
Mr. Casrty. There was ples Cy of opportunity 
1949 when we reported it. 
Mr. Weicnen. Had the ship been started ? 
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